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Short-Range Forecasting of U.S. Imports 


Timothy D. Sweeney* 


HE MAINTENANCE of a satisfactory dollar balance in world 

trade depends to an important extent on a continued high level of 
US. imports. Therefore, fluctuations in U.S. imports are viewed with the 
greatest interest all over the world. In planning economic policy, on 
both the national and the international level, it would clearly be of 
value if the magnitude of U.S. imports could be known with reasonable 
accuracy a@ certain time in advance. 


Total Imports 


The simplest method of forecasting imports—and one that may be 
used as a minimum test of the results obtained from any more refined 
method—is to assume that next quarter’s imports will be equal to those 
of the current quarter.' Since most economic phenomena—especially in 
the short run—show a strong tendency toward persistency, this method 
might be expected to be reasonably satisfactory in most cases. And it is. 
If the previous quarter’s total imports are used to predict total imports 
in each quarter of 1952,? the average error—when the estimates are 
compared with actual imports—is only slightly greater than 7 per cent, 
and the largest error (in the first quarter) is only 10 per cent. If the 
same method is used for the 20 quarters in the five-year period, 1947-51, 
the average error is 7.9 per cent, and the largest error—in the third 
quarter of 1950, after the outbreak of hostilities in Korea—is 18.5 per 
cent.? 

The same principle may be applied in a somewhat more sophisticated 
way by calculating a regression between total imports and lagged total 
imports (or total imports in the preceding quarter) and using this re- 
gression relation to predict imports. The following equation is the result 


* Mr. Sweeney, economist in the North American Division, was educated at the 
University of Chicago and was formerly with the U.S. Bureau of the Budget. 

1 All the import series considered in this study are U.S. imports for consump- 
tion. 
2 Most of the calculations in this study were completed early in 1953 when few 
observations were available for that year. Thus the relations in the study were 
originally fitted for the period 1947-51, the four quarters of 1952 being reserved as 
independent observations by which various forecasting schemes might be tested. 
The charts included herein have been drawn on the same basis. 

3 These results are better than those obtained by assuming that a previous 
—<— in imports will persist in the next quarter, i.e., that if imports in quarter 2 
are X above quarter 1, imports in quarter 3 will be X above quarter 2. 
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of such a computation based on the 20 quarters in the five-year period, 
1947-51: 


M = 929 M_, + 191.794 (1) 


where M = US. total imports in millions of current dollars and M_, = M 
of the preceding quarter. The correlation coefficient is .926. 

Predictions for the four quarters of 1952 based on this equation yield an 
average error of 7 per cent, the largest error being 9.9 per cent. For the 
five-year period, 1947-51, the average error is 7.7 per cent and the largest 
error in any quarter 16.1 per cent. This “autoregressive” method thus 
gives results that are only very slightly closer to the recorded figures of 
imports than the forecasts obtained from the more naive method. It 
has, however, the advantage of formalizing the relationship and produc- 
ing measurements with which the results of other, more complicated, 
forecasting schemes may be compared.‘ 

From its very nature, this method of forecasting is incapable of pre- 
dicting the turning points in imports, which are of primary importance 
for short-range forecasting. Obviously, the level of total imports is not 
likely very often to change markedly from one quarter to the next. It 
therefore is not surprising that the simple method just discussed should 
give a correct forecast of total imports within a reasonable margin of 
error in, say, 8 quarters out of 10. It is, however, the other 2 quarters— 
the turning points—that are of greatest interest for short-range fore- 
casting, and the autoregressive method necessarily fails to provide a 
basis for prediction at these points (see Chart 1). 

In this situation, those who wish to forecast U.S. imports naturally 
search for some other series whose past movements have consistently 
preceded the recorded movements of imports by a more or less uniform 
period of time, and whose future movements may therefore reasonably be 
expected to indicate future peaks and troughs in the movements of 
imports. No simple causal relationship is necessarily postulated between 
the movements of the selected series and the movements of imports. 
Both series may, indeed, be the results of a complex congeries of other 
“causes.” If, however, it is found that these causes have in the past 
produced their results in the selected series more promptly than in 
imports, it is reasonable to make forecasts on the assumption that in the 
future, too, these results will appear in approximately the same time 
order. 


4 The residuals found by subtracting computed values based on equation (1) 
from actual values for imports are essentially random, as tested by the von Neu- 
mann ratio. The ratio of the mean square successive difference to the variance of 
the series is 1.44, a value which is not inconsistent with the —— that the 
series is random. No significant improvement in the relation is therefore likely as 
a result of including additional variables. 
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CuartT1. ComPaARISON oF ACTUAL VALUES OF U.S. ToTaL Imports BY QUARTERS, 
1947-52, wiTH VALUES EsTIMATED BY AUTOREGRESSIVE METHOD! 
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1 For description of method of estimate, see text. 


At first sight the movement of dollar acceptances for imports into the 
United States might reasonably be expected to indicate what the move- 
ment of imports would be in some succeeding period. Such a relation 
would be strictly a mechanical one, the movement of dollar acceptances 
supposedly reflecting orders placed for imports to be delivered sometime 
in the near future. Actually, the series® shows leads, lags, and coincidences 
with the peaks and troughs in the import series and thus is not a very 
reliable indicator of these peaks and troughs. Apparently the methods of 
financing U.S. imports are so varied that variations in the volume of one 
particular type of financing cannot be interpreted as indicating the 
probable timing of fluctuations in imports as a whole. 

Both gross national product (GNP) and national income have been 
generally considered the most important determinants of U.S. imports, 

5 As published by the Board of Governors of the Federal Reserve System in the 


Federal Reserve Bulletin, table, ‘(Commercial Paper and Bankers’ Acceptances 
Outstanding.”’ 
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and many regression relations between imports and GNP, or national 
income, have been calculated in the literature on this subject. An ex- 
amination of quarterly data, however, reveals practically identical 
major turning points in GNP, in national income, and in total imports, 
so that neither lagged GNP nor lagged national income can be used to 
indicate these turnings. The only forecast that is possible is a conditional 
forecast, which states that, 7f GNP or national income moves in a certain 
way, the corresponding change in imports will probably be so much. For 
the greater part, such conditional forecasts really beg the question in 
short-range forecasting. They merely state that ‘if B changes so much, 
there will be a corresponding change in A of such an amount.” If we are 
particularly concerned with the movements of A, we are still confronted 
with the task of forecasting B. Unless B is controllable or easily forecast, 
the forecast of A goes begging. Moreover, the correlation coefficient 
based on quarterly data for the period 1947-51 between total imports 
and GNP is only .904; between total imports and lagged GNP it is .917. 
Neither of these figures shows any improvement over the simpler auto- 
regressive relation. 

Investment, also sometimes considered by economic model builders 
as the determinant of GNP, fares no better in comparison, the correlation 
coefficients based on quarterly data for the period 1947-51 being .911 
between total imports and investment expenditures and .916 between 
total imports and lagged investment expenditure. Neither does estimated 
fixed investment expenditure for the succeeding quarter, based on cur- 
rent plans reported by business,* show any pattern of leads relative to 
total imports (or to other major economic magnitudes) that can be 
relied on. 

An indicator that is somewhat less indirect is the series ‘‘value of new 
orders placed with manufacturers” as reported by the U.S. Department 
of Commerce. This series does in fact lead many of the major economic 
magnitudes in the course of the business cycle. It is one of the eight 
indicators chosen by G. H. Moore for their performance as leaders of 
economic activity at cyclical turning points.” An examination of its 

_* To the U.S. Department of Commerce and the Securities and Exchange Com- 
 S Sleabenel Bureau of Economic Research, Inc., Occasional Paper No. 31 (New 
York, 1950); see especially Table 12, p. 64. The series in Moore’s paper is ‘“‘new 
orders, durable goods industries.’’ The aggregate series used in the present study 
(new orders, durable and nondurable), however, reflects the turning points as 
well and is more relevant in relation to U.S. imports. The seven other indicators 
used by Moore are (1) total liabilities involved in business failures, industrial and 
commercial (Dun’s), (2) industrial common stock price index (Dow-Jones), (3) 
residential building contracts, floor space (Dodge), (4) commercial building con- 
tracts, floor space (Dodge), (5) average hours worked per week, manufacturing 


(BLS), (6) number of new incorporations (Dun’s), and (7) wholesale price index, 
28 basic commodities (BLS). 
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relationship with the movement of the value of imports in the succeed- 
ing quarter yields satisfactory results, both for the interwar period 
and for the period since 1947, with variations in two quarters in 1950 
and 1951 when political influences associated with the hostilities in Korea 
disturbed the relation. 

This relationship makes possible a direct forecast of imports in the 
sense that, if the level of new orders in any one quarter is known, the 
probable level of imports in the succeeding quarter can be predicted. If 
such a direct forecast is to be made, it should in any event be based on 
quarterly data. It is exceedingly difficult to discover any economic 
relations—especially among large economic aggregates—which display 
lags that are identifiable in annual data. On the other hand, it is ob- 
viously necessary for practical reasons to take account of the lag in- 
evitably connected with the reporting of economic data and ranging 
from minutes and hours for some series to years for others. Not much is 
gained if it is discovered that series A normally follows series B after an 
interval of, say, two weeks, but that series B is also normally subject to a 
reporting lag of a month or longer. Judged by this test, the relation 
between new orders and imports is worth examination. Although both 
the new orders series and the imports series are subject to reporting lags, 
the new orders series is available sufficiently early to make possible a 
forecast of imports about two months in advance of the period to which 
the forecast pertains, and more than three months before the record of 
imports is published. 

Variations in new orders placed with manufacturers might be expected, 
a priori, to be closely associated with subsequent variations in imports. 
The new orders series is an objective manifestation of businessmen’s 
intentions and their expectations for the coming period. In the series, 
as reported, new orders are recorded net, that is, they take into account 
order cancellations. Also, the orders series is a better barometer of ex- 
pectations than the various series of inventories or inventory invest- 
ment, for the latter are dependent upon both a voluntary and an in- 
voluntary component. New orders are the basis on which manufacturing 
production in the coming period is scheduled. For those imports which 
are fed into the production process—crude materials and semimanu- 
factures—the relation between new orders and imports is obvious. Those 
imports that are sensitive to business expectations, such as imports of 
finished manufactures, might also be expected to show a lagged relation 
with new orders. It is only for imports that are sensitive to consumption 
levels, such as imports of crude and manufactured foods, that the rela- 
tion becomes tenuous. Even there the relation is plausible, but the chain 
of events—new orders generating production, production generating 
income, and income generating consumption—is so extended that the 
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relation might be poor. Thus, there appears to be a prima facie case for a 
careful study of the statistical relationship between new orders and total 
imports. 

For the post-World War II period, a series on manufacturers’ new 
orders is published by the Office of Business Economics of the US. 
Department of Commerce.? For 1929-39 the only series on manufac- 
turers’ new orders available is in index number form (1936 = 100) and 
is on a seasonally adjusted basis. This index was published in the Na- 
tional Industrial Conference Board’s Economic Record of January 16, 
1939 and in subsequent issues. 

For the present study, the Department of Commerce series without 
seasonal adjustment has been used for the period since World War II; 
and the NICB seasonally adjusted index has been used for the interwar 
years, 1929-39. The data indicate that for both periods there is a high 
coefficient of correlation between manufacturers’ new orders, lagged one 
quarter, and total imports. The equation for 1947-51 is 


M = 40.449 N_; — 296.497 (2) 


where M = USS. total imports in millions of current dollars, and N_; = 
manufacturers’ new orders, lagged one quarter, in billions of current 
dollars. For 1929-39 it is 


M = 1.042 N_1 + 8.236 (3) 


where M = index numbers (1936 = 100) of the value of US. total 
imports, and N_,; = index numbers (1936 = 100) of the value of manu- 
facturers’ new orders lagged one quarter. 

Equation (2) recalculated with the basic data transposed to index 
numbers, in order to make the regression coefficients roughly comparable 
to (3), is 


M = 1.184 N_; — 16.608 (4) 


where M and N_, are the same as in equation (2) but are expressed as 
index numbers (1948 = 100). The coefficient for the period 1947-51 is 
.936; and for the 42 quarters from the third quarter of 1929 through the 
fourth quarter of 1939 it is .952. These correlation coefficients, however, 
are not much higher than that of the autoregressive relation, .926. A 
further comparison of the two relations, for the period 1947-51, is given 
in Table 1; it will be seen that no significant advantage is indicated for the 
new orders relation over the autoregressive relation. 


8 For unadjusted data for the period prior to 1953, see Survey of Current Busi- 
-~ October 1950, 1951, 1952, and December 1953. For current data, see Industry 
urvey. 
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TaBLE 1. PERCENTAGE ERRoRS OF FoRECAST OF VALUE OF U.S. Tota Imports 
BASED ON (1) AUTOREGRESSIVE RELATION AND (2) NEw OrpERS RELATION! 





Average Error Maximum Error 





1947-51 1952 1947-51 1952 





Autoregressive relation......... 7.7 7.0 16.1 9.9 
New orders relation............ 6.2 5.6 15.5 10.9 





1 For description of method of estimate, see text. 


A graphical comparison of computed values for total imports obtained 
from the two relations with actual total imports brings out a much more 
‘significant difference between the two relations. The new orders rela- 
tion does very well in indicating turning points (see Charts 2 and 3), 
while in this respect the autoregressive relation is a very poor indicator 
(see Chart 1). Chart 2 shows that the new orders relation traces the ups 
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1 For description of method of estimate, see text. 
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and downs in total imports very accurately until the end of 1949, but for 
1950 and 1951 the fit is not good. This poorness of fit and the miscued 
turning point in 1951, however, are due primarily to the political shocks 
of the initiation of hostilities in Korea in mid-1950, and the entry of the 
Chinese Communist forces into that war at the end of 1950. The latter 
event led to a speculative surge in imports that eliminated the one quar- 
ter lag between new orders and imports, both series reaching a peak in 
the first quarter of 1951. It would have been necessary to predict these 
political developments if accurate forecasts of imports during the second 
half of 1950 and early 1951 were to have been made. Such predictions, 
however, cannot be expected from economic relations. 


CuHart 3. COMPARISON OF INDEX oF ACTUAL VALUES OF U.S. Tora. Imports By 


QuaRTERS, 1929-39, witH INDEX oF VALUES ESTIMATED ON BASIS OF 
ManvuFacturers’ NEw OrpeErs! 
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Viewed in the light of these considerations, the superiority of the new 
orders relation over the autoregressive relation is seen to be much greater 
than is suggested by the correlation coefficients alone. The relation be- 
tween new orders and total imports appears to be a reliable forecaster 
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of total imports. The expectation is justified that major fluctuations in 
new orders will usually be followed by changes in the same direction in 
imports one quarter later. 

It was mentioned earlier that the closeness of the relationship between 
movements in manufacturers’ new orders and movements in different 
categories of imports is unlikely to be uniform. Therefore the question 
that remains to be studied is whether further improvements in fore- 
casting total imports might be made by “disaggregating”’ and fore- 
casting separately the movements in major import categories by (1) 
using new orders to explain the variation in those import categories 
where the relation is most direct and (2) using other variables to explain 
the variation in import categories where the relationship with new orders 
is somewhat tenuous. The following sections examine in order the rela- 
tion between movements in imports of crude materials and semimanu- 
factures, of finished manufactures, of crude foodstuffs, and of manu- 
factured foodstuffs and various “explaining” variables. 


Imports of Crude Materials and Semimanufactures 


New orders placed with manufacturers for finished goods lead to a 
derived demand from manufacturers for crude materials and semi- 
manufactures. Though most of these materials come from domestic 
sources, the part coming from foreign sources accounts for about one 
half of all U.S. imports. It might be expected that that part of these 
materials coming from foreign sources would move in a manner broadly 
similar to the total. It might also be expected that new orders would 
show a lead in time over the actual delivery of these materials as im- 
ports coming from foreign sources. If quarterly data are used and 
imports of crude materials and semimanufactures are correlated with 
manufacturers’ new orders lagged zero, one, and two quarters, a one- 
quarter lag is seen to be the appropriate lag. For the period 1947-51 a 
relation fitted with a one-quarter lag explains 92 per cent of the varia- 
tion in imports of crude materials and semimanufactures. This relation’ is 


M' = .024 N_; — .295 (5) 


where M! = U‘S. imports of crude materials and semimanufactures in 
millions of current dollars, and N_; = manufacturers’ new orders, lagged 
one quarter, in billions of current dollars. The correlation coefficient 
is .959. 


* The residuals derived from this relation are essentially random, the ratio of 
the mean square successive difference to the variance being 2.16, a value which is 
not inconsistent with the hypothesis that the series is a random series. No sig- 


nificant improvement in the relation is therefore to be expected from the inclusion 
of additional variables. 
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If the National Industrial Conference Board’s data on new orders in 
the interwar period are correlated with imports of crude materials and 
semimanufactures for the period 1929-39, the relation is 


M!' = 1.250 N_1 — 8.055 (6) 


where M1 = index numbers (1936 = 100) of the value of U.S. imports 
of crude materials and semimanufacturers, and N_; = index numbers 
(1936 = 100) of the value of manufacturers’ new orders lagged one 
quarter. The coefficient of correlation is .958. Equation (5) recalculated 
with the basic data transposed to index numbers, in order to make the 
regression coefficients roughly comparable to (6), is 


M' = 1.315 N_; — 31.768 (7) 


where M! and N_, are the same as in equation (5) but are expressed as 
index numbers (1948 = 100). The coefficient of correlation is .961. The 
similarity between the interwar and postwar coefficients is as striking 
here as it was for total imports and new orders. And, as there, though the 
two new orders series are not strictly comparable, the similarity of the 
correlation and regression coefficients lends support to the new orders 
relation as a forecasting device. 

The good fit obtained is not due entirely to parallel price movements 
in the two series; a relation of the same form and for the period 1947-51 
using deflated variables’ yields a correlation coefficient of .77." 

Actual imports of crude materials and semimanufactures and imports 
computed on the basis of equation (5) are shown in Chart 4. Since only 
the data for the period 1947-51 were used to obtain equation (5), the 
computed values shown for 1952 are true forecasts. The over-all fit of 
the computed and actual values as shown in the chart is quite good. 
Though the computed value of imports for each of the four quarters of 
1949 is greater than the actual value, the computed series does very well 
in indicating the turning points in the 1949 recession and the subsequent 
recovery. That the computed relation does not fit the actual pattern in 
1951 too well is not surprising in view of the political shocks of that 
period. It is doubtful that any systematic method which used pre- 
determined variables for forecasting imports could have done better, or 
even as well. The forecast for 1952 does not fit the actual pattern too 
well in the first and third quarters. This may, however, have been due to 


10 Imports of crude materials and semimanufactures in 1948 dollars were ob- 
tained by multiplying the respective 1948 imports of these two groups by the re- 
spective volume indexes and adding. New orders were deflated by wholesale prices 
of manufactured goods. 

11 This may be compared with a correlation coefficient of .72 between imports of 
crude materials and semimanufactures in constant dollars and industrial produc- 
tion unlagged (1947-51). 
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Cuart 4. ComPaRIsON oF AcTUAL VALUES oF U.S. Imports oF CRUDE AND 
SEMIMANUFACTURED MATERIALS BY QUARTERS, 1947-52, wITH VALUES 
EsTIMATED ON Basis oF MANUFACTURERS’ NEw OrpERs! 
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special factors operating to increase imports in the first quarter and to 
lower them in the third quarter. In the first quarter there seems to have 
been some increased movement of raw materials into the US. strategic 
stockpile from British Government stocks. However, the actual mag- 
nitude of this operation is not known. In the third quarter speculative 
influences pending the reopening of certain commodity markets in Lon- 
don may have led to reduced imports. These factors may account, at 
least in part, for the poorer fit of the forecasts in these two quarters. 


Imports of Finished Manufactures 


Imports of finished manufactures form a highly autoregressive series, 
the serial correlation coefficient being as high as .946 for the period 
1947-51. This fact suggests that lagged imports should be included in 
the regression relation forecasting these imports. However, as argued 
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above, an autoregressive relation cannot by itself forecast turning points. 
While in the case of total imports the addition of lagged new orders to 
the autoregressive relation does not improve the relation, it does im- 
prove the fit in the case of finished manufactures, and it is also statis- 


tically significant, as can be seen from the following equation for the 
period 1947-51: 


M? = .575 M*_, + 3.271 N_; 27.227 (8) 
(.119) (.819) 


where M? = US. imports of finished manufactures, in millions of cur- 
rent dollars, M@?_, = M? lagged one quarter, and N_1 = manufacturers’ 
new orders, lagged one quarter, in billions of current dollars. The mul- 
tiple correlation coefficient is .970. The figures in brackets are the stand- 
ard errors of the regression coefficients.” 

The values of imports computed from equation (8) and actual imports 
of finished manufactures are given in Chart 5. As can be seen, the over-all 
fit is quite good except in three of the quarters covered by the calcula- 
tions. The estimated series is one quarter late in indicating the down- 
turn in imports that actually occurred in the first quarter of 1949. The 
upturn in the third quarter of the same year, however, is indicated 
correctly. The impetus given to new orders by the entry of the Chinese 
Communist forces into the Korean war in the first quarter of 1951 was 
not shared by imports of finished manufactures, which accounts for the 
large error in the second quarter of 1951. In each of the four quarters of 
the forecast period, 1952, actual imports are greater than computed 
imports. In the first three quarters, however, the error is small; only in 
the fourth quarter is the error of sizable magnitude. 


Imports of Crude Foodstuffs 


There is a somewhat larger element of random variation in imports of 
crude foodstuffs than in imports of crude materials, semimanufactures, 
or finished manufactures. In addition to a trend factor, these imports 
are subject to notable seasonal fluctuations. The result of relating these 
two factors to crude food imports for the period 1947-51 is shown by 
equation (9): 


M?* = 3.520 S* + 8.117 t + 19.547 (9) 
(.878) (.913) 


where M* = US. imports of crude foodstuffs in millions of current 
dollars, S* = seasonal index of crude food imports, and ¢ = time 
12 The residuals derived from the relation are essentially random. The ratio 


of the mean _ are successive difference to the variance is 1.38, a value not in- 
consistent with the hypothesis that the series is random. 
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Cuart 5. CoMPARISON oF ACTUAL VALUES oF U.S. Imports oF FINISHED 
MANUFACTURES BY QUARTERS, 1947-52, wiTH VALUES ESTIMATED ON 
Basis oF MANUFACTURERS’ NEw OrpErRs! 
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(1947 J = —19, 1947 IJ = —17, etc.). The multiple correlation co- 
efficient is .905. The residuals derived from equation (9) are essentially 
random.” 

The seasonal index was derived by the ratio-to-trend method. This 
method utilizes more fully than any other method all the available 
observations—a consideration of some importance in view of the short- 
ness of the period. The trend refiects both quantity and price move- 
ments. In each of the five years, 1947-51, the volume of crude food 
imports increased. The unit value index exceeded that of the preceding 
year in all years except 1949. 

As can be seen in Chart 6, the fit between actual imports of crude 
foodstuffs and the values obtained on the basis of equation (9) is not 


13 The ratio of the mean square successive difference to the variance is 2.20, a 
value not inconsistent with the hypothesis that the series is random. 
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CuHart 6. CoMmPpaRISON oF ACTUAL AND ESTIMATED VALUEs oF U.S. Imports or 
CrupvE Foopsturrs, BY QUARTERS, 1947-52! 
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nearly so good as similar relationships for crude materials, semimanu- 
factures, and finished manufactures. At three points in particular the 
fit is bad: (1) in the first quarter of 1949, when a cyclical downturn 
upset the seasonal pattern; (2) in the third quarter of 1950, when specu- 
lative imports at the beginning of the Korean war upset the seasonal 
pattern; and (3) in the first quarter of 1951, when speculative imports 
after the entry of Chinese Communist forces into the Korean war exag- 
gerated a seasonally high quarter’s imports. For only the first of these 
instances should fault be found with the fit of the relation. For the other 
two, speculative imports arising from political shocks could not be 
expected to be forecast by economic relationships. The relation could 
not, by its very nature, predict the 1949 recession in imports of food- 
stuffs. Obviously, a relation composed of a trend factor and a seasonal 
component cannot predict turning points, unless they are seasonal 
turning points, as 1949 was not. It is, however, very difficult to improve 
the relation in this respect. The use of a cyclical variable such as dis- 
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posable income or lagged new orders, instead of the trend variable, 
worsens the fit. A separation between coffee imports (which account for 
about 50 per cent of the imports in this group) and “all other” crude 
food imports does not lead to better relationships either. For the “all 
other” group a fit as close as that of equation (9) can be found on the 
basis of time and an index of seasonal fluctuations; but this, again, 
cannot predict a cycle. Also it leaves coffee imports still to be forecast. 
Mrs. Holzman in an unpublished study, ‘The U.S. Demand for Im- 
ports of Certain Individual Commodities in the Interwar Period,” 
explained variations in coffee consumption (imports corrected for 
changes in stocks) in terms of real national income, the deflated retail 
price of coffee, and a linear trend for the period 1920-39, using annual 
data. She found that the trend was “by far the most important ex- 
planatory variable in this regression.” It might perhaps have been ex- 
pected that coffee imports into the United States could be forecast on 
the basis of a series, ‘‘coffee clearance from Brazil,’ reported in the 
Survey of Current Business of the U.S. Department of Commerce. But 
this method does not yield satisfactory results either. The series for 
coffee clearance leads coffee imports into the United States by one 
month in most instances, but it explains only about 50 per cent of the 
variation in coffee imports. 

Thus, while equation (9) is not a very satisfactory solution, nothing 
better seems to be available. 

When the forecasting equation was applied to the four quarters of 
1952, the seasonal component was found to hold fairly well, but the 
actual trend in 1952 was somewhat less steep than the forecasts, all 
of which were therefore a little higher than the actual values (see 
Chart 6). This weakening in the trend factor seems to have been due to 
a leveling off, or near leveling off, of crude food unit values. 


Imports of Manufactured Foodstuffs 


As might be expected, the forecasting of imports of manufactured 
foodstuffs brings problems similar to those arising in forecasting crude 
food imports. In both groups, the element of random variation is larger 
than in the imports of crude materials, semimanufactures, or finished 
manufactures. In manufactured foods, as in crude foods, the dominant 
elements seem to be a trend factor and a seasonal component: 


M* = 2.020 S* + 2.790 ¢ + .301 (10) 
(.659) (.335) 


where M‘ = USS. imports of manufactured foodstuffs in millions of 
current dollars, S‘ = seasonal index of manufactured food imports, and 
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¢ = time (1947 I = —19, 1947 II = —17, etc.). The multiple correla- 
tion coefficient is .893. 

The ratio-to-trend method was used to derive the seasonal index for 
manufactured food imports for the same reasons that justified its use 
for imports of crude foodstuffs. 

For manufactured, as for crude, food imports, the volume increased 
in each of the five years, 1947-51, and 1949 was the only year in which 
the unit value index was lower than in the preceding year. The residuals 
derived from equation (10) are essentially random.“ 


Cuart 7. COMPARISON OF ACTUAL AND ESTIMATED VALUES OF U.S. Imports oF 
MANUFACTURED Foop Propwucts, BY QUARTERS, 1947-52! 


(In millions of U.S. dollars) 
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1 For description of method of estimate, see text. 


As can be seen in Chart 7, the points of poorest fit of the manufactured 
foods relation are the same as in the crude foods relation, i.e., the cyclical 
downswing in 1949, the third quarter of 1950, and the first quarter of 


4 The ratio of the mean square successive difference to the variance is 1.38, a 
value not inconsistent with the hypothesis that the series is random. 








( 
( 


SHORT-RANGE FORECASTING OF U.S. IMPORTS 17 


1951. The fit in the cyclical downswing in 1949 is even poorer here than 
it was for the crude foods relation. And again the inclusion of a cyclical 
variable, such as disposable income or lagged new orders, in place of 
the trend variable does not improve the fit. 

Nor can a satisfactory solution be found by further disaggregation. 
Sugar imports account for about 50 per cent of U.S. imports of manu- 
factured food products. A relation can be found between “all other’ 
manufactured food imports, time, and an index of seasonal fluctuations 
with about the same goodness of fit as equation (10); this relation again 
fails to be improved by the inclusion of ‘‘cyclical variables.” Sugar im- 
ports are subject to an annual quota set by the US. Secretary of Agri- 
culture, which is usually announced in December of the year preceding 
its applicability. Since this quota is subject to revision during the year, 
it is not likely to prove very useful in predicting turning points. Thus, 
for manufactured food imports, as for crude food imports, the best re- 
lation that can be calculated is not very satisfactory. 

We are therefore forced back to the simpler approach of equation 
(10). For neither manufactured nor crude food imports has a satis- 
factory forecasting equation been found. 


Total Imports Reconsidered 


An estimate of total imports derived from the partial totals indicated 
by the relations calculated for the four major groups of imports, (1) 
crude materials and semimanufactures, (2) finished manufactures, (3) 
crude foods, and (4) manufactured foods, is shown in Chart 8. The esti- 
mated values have been computed by summing the computed values 
from the four regression equations, (5), (8), (9), and (10). The computed 
values for the four quarters of 1952 are true forecasts, since the regression 
relations were computed by using only the 1947-51 data. The over-all 
fit including each of the four quarters of 1952 is satisfactory. At four 
points, however, the fit is not very good: the large residuals in the 
third quarter of 1950 and the first quarter. of 1951 and the miscued 
turning points at the beginning of 1949 and 1951. 

The large residuals in the third quarter of 1950 and the first quarter 
of 1951 and the miscued turning point in early 1951 were all to be ex- 
pected; they were associated with the political developments which 
have already been mentioned. As these developments could not have 
been predicted, little could have been done about the fit of the relations 
in this period. 

The tardy forecast of the turning point in imports at the end of 1948 
was due predominantly to the poor performance of the food imports 
relations. The noncyclical variables used to explain these imports are 
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Cuart8. ComPaRISON oF ACTUAL VALUEs OF ToTaL U.S. Imports, BY QUARTERS, 
1947-52, witH VALUES EsTIMATED ON Basis OF CALCULATIONS FOR Four 
Mayor Economic Groups! 


(In millions of U.S. dollars) 





3000 
M=M! +M?+M>+M* 


2500 








Actual Values 


/ Estimated Values 
2000 f 





1500 














RESIDUALS 











Ero) oy Aen ame Deere Meee en Cee een) eee | (et ey eee | eye eerie | eer eer eet eee | eee 
1947 1948 1949 1950 1951 1952 


1 For description of method of estimate, see text. 





by their very nature incapable of explaining a cyclical pattern such as 
that of 1948-49. The cyclical variables that were tried proved no better 
predictors. 

How does this multiple relation system for predicting total imports 
compare with the simpler new orders-total imports relation developed 
earlier? That relation, it will be remembered, did as well as any other 
in predicting quarterly imports. It did better than any other in indi- 
cating turning points. 

With regard to over-all fit, the multiple relation system is somewhat 
superior to the single equation relation, giving a correlation coefficient 
of .971'5 for the period 1947-51, against .936. The average and the 
maximum error of forecast are smaller both for the period of correlation 
and for the four quarters of genuine forecast in 1952 (Table 2). 


15 The residuals, as for the single relation, are random and show no serial cor- 
relation. 








TAl 


eS  — 








SHORT-RANGE FORECASTING OF U.S. IMPORTS 19 


TaBLE 2. PERCENTAGE Errors OF FORECAST OF VALUE OF U.S. ToraL Imports 
BasED ON (1) MuLtTIPLE RELATION SYSTEM AND (2) SINGLE RELATION! 











Average Error Maximum Error 

1947-51 1952 1947-51 1952 
Multiple relation system........ 4.2 3.4 12.9 6.3 
Single relation................. 6.2 5.6 15.5 10.9 





1 For description of method of estimate, see text. 


A comparison of Charts 2 and 7, however, reveals the single equation 
to be slightly superior to the multiple relation system in indicating 
turning points. The downturn in total imports at the beginning of 1949 
is indicated by the single equation, but the multiple relation system 
does not indicate it until one quarter late. With regard to the other 
turning points, the performance of the two forecasting methods is 
much the same. There is thus no unequivocal answer to the question 
of which of the two methods of estimating total imports is the better. 
The multiple relation system is somewhat superior in over-all accuracy 
and the single equation is somewhat superior in indicating turning points, 
though in neither case is the degree of superiority marked. 


Forecasts for 1953 


A comparison of the performance of the two forecasting methods 
with the actual record of imports in 1953'* gives results somewhat differ- 
ent from those summarized above. Only in the first quarter of 1953 is 
the forecast by the multiple relation system nearer than that of the 
single regression equation to the recorded values of imports (Table 3). 
Also, while both methods forecast inadequately the decline in imports 
in the third quarter, the single regression equation does better in this 
respect. The multiple relation system cannot be said even to forecast 
a decline until the fourth quarter. 

The poor fit of the multiple relation system in this period is due 
primarily to forecasting errors in the crude foods relation. In Chart 6, 
forecasts by this relation for 1952 can be seen to be above the reported 
values in each of the four quarters of that year. As previously mentioned, 
this discrepancy is due to the use of too steep a trend component in the 
relation. In 1953, the trend component contributed an even greater 
element of error to the forecasts. This factor and the inability of the 
foods relation to forecast a cyclical decline, such as has occurred since 


16 The femmes sections of this paper and the relations discussed therein were 
develope 


when import data for 1953 were not available. 
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TaBLE 3. Forecasts oF TotaL Imports BY QUARTERS, 1953! 









First 





Second Third 


Fourth 
Quarter 


Quarter 








(millions of dollars) 
Multiple relation a nintendo then Oe 2,870 2,920 2,918 2,828 


Single relation. . pe er ee 2,579 2,753 2,717 2°510 

Actual total imports. . ee eon se 2,753 2,814 2,656 2,556 
(percentages) 

Error, multiple relation woos eer +4 +4 +10 +11 


Error, single relation . ; Sh raVnniee —6 —2 +2 —2 





1 These forecasts were made by using data as first reported. The use of data 
that include revisions made after the period of forecast and thus are not available 
for “forecasting’’ would be misleading and, obviously, not a test of the ability 
to forecast. The actual reported values for imports, of course, include all revisions. 


the second quarter of 1953, are responsible for most of the error in the 
multiple relation system’s forecasts for 1953. If in place of the crude 
foods relation the quarterly average of crude food imports in 1952, 
adjusted for the seasonal movement in these imports, is used in the 
system to forecast imports in 1953, then the multiple relation forecasts 
for the four quarters of 1953 would be $2,792 million, $2,783 million, 
$2,756 million, and $2,665 million. These figures are considerably nearer 
the recorded values for imports shown in Table 3. They forecast the 
downturn in imports in the third quarter, though somewhat inade- 
quately, and their accuracy is exceeded by that of the single relation 
system in only two of the quarters. Manipulation of this sort, however, 
might well be criticized as forecasting after the fact, and the point would 
be well taken. 

It would seem, therefore, that if forecasts of imports are to be made 
the simple regression equation is more reliable, as well as simpler. 


Forecasts for 1954 


The Department of Commerce published in December 1953 a revision 
of the unadjusted new orders series for the period 1950-52, incorporating 
new data." These revisions increase the figures for 1950, 1951, and 1952, 
the increase being negligible for 1950 and greatest ($1.2 billion at a 
quarterly rate) for the fourth quarter of 1952. Using these revised data 
and including data for 1952,!* we recomputed the total imports-new 
orders relation. The result was a small improvement in the correlation 

17 See Survey of Current Business, December 1953, for a detailed explanation of 
the revisions. 


18 It should be remembered that the relations described earlier in this study 
were based on data only for the period 1947-51 
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coefficient; it rose from .936 to .945. The recomputed relation for the 
period 1947-52 is 


M = 42.527 N_1 — 393.096 (11) 


where M and N_, are the same as in equation (2). 

Forecasts of total U.S. imports, using the recomputed relation, for 
the fourth quarter of 1953 and the first and second quarters of 1954 
are $2,575 million, $2,398 million, and $2,435 million, respectively. A 
strong upturn in the new order series in February and March 1954, 
after a low point in January, is responsible for the indicated break in 
the second quarter of the downward movement in imports that has 
been in progress since the second quarter of 1953. Reported values of 
imports in the fourth quarter of 1953 and the first quarter of 1954 were 
$2,556 million and $2,533 million. Thus, the forecasts compare favorably 
with the actual record in these latest two quarters. 


Forecasts for Longer Periods 


It would obviously be desirable to forecast more than a quarter 
ahead. This would require finding either an indicator that leads imports 
by a wider margin than the new orders series does, or some series, or 
ratio, by which manufacturers’ new orders in turn might be the subject 


of direct forecast. Preliminary investigations along both lines have not 
proved fruitful. The new orders relation has proved, so far, to be the 
best indicator of total imports, with respect to both accuracy and direc- 
tion of movement. Attempts to find devices to forecast new orders have 
not yielded any satisfactory results. 

Thus, at present, a one-quarter forecast of total imports, about eight 
weeks in advance of the actual event, based on movements in the value 
of manufacturers’ new orders, appears to be the best that can be ex- 
pected from any method of direct forecasting based on the use of re- 
gression techniques. The error of forecast is likely to be small except, of 
course, when a speculative development in imports caused by political 
events upsets the relationship between imports and new orders. 





Stabilization of the Greek Economy and 
the 1953 Devaluation of the Drachma 


Evangelos Ap. Eliades* 


HE NATURAL RESOURCES of Greece are still largely unex- 

ploited. The cultivable land is only one third of the total area, and 
the land actually cultivated is even less. Moreover, the soil is poor. In- 
come per capita has been very low by European standards (equivalent 
to some US$80 per annum before the war); this factor and the relative- 
ly rapid population growth have been responsible both for widespread 
unemployment, open and concealed, and for emigration. 

The economy, despite a considerable industrial expansion during the 
interwar years, is still predominantly agricultural. More than 35 per 
cent of the national income is derived from farming—in the broad sense 
of the word—and more than 50 per cent of the population earns its 
livelihood from agriculture. Industry—accounting for approximately 20 
per cent of the national income—consists of light industries depending 
on foreign sources for a large part of their raw materials and fuel. 

The dependence on foreign sources for many essentials, in conjunction 
with the fact that exports have consisted largely (to the extent of some 
65 per cent) of two or three semi-luxury commodities—e.g., tobacco 
and fruits—has given Greece a vulnerable external accounts position. 
A large passive trade balance has been a traditional feature of the 
Greek economy. During the late thirties, when external accounts had 
been brought into balance, exports paid for some 70 per cent of imports, 
the rest being financed by net invisible earnings which are subject to 
wide fluctuations. Despite these weaknesses, Greece had succeeded, 
during the last prewar decade, in maintaining conditions of both internal 
and external equilibrium by her own means and without foreign borrow- 
ing. 

Events since 1940, when the country was forced to enter World 
War II, have upset this equilibrium. During the war, the economy 
suffered extensive damage, particularly in transportation, livestock 
population, and agricultural equipment. Financial disintegration, 
brought about primarily by the occupation hyperinflation and other 


* Mr. Eliades, economist in the Central and Eastern European Division, is a 
graduate of the School of Economics and Commerce, Athens. He served for man 
years in the Research Department of the Bank of Greece, and was associated wit 
the Association of Greek Banks. 
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developments, has, however, weighed more heavily upon the Greek 
economy than the physical destruction. The economy is still suffering 
from the effects of this disintegration, and further sustained efforts will 
be required before the financial system is able to function again ef- 
ficiently. Superimposed upon this war legacy there has been during the 
postwar period a combination of factors—political and economic, as 
well as internal and external—that has seriously impeded the return 
to economic stability and has prevented economic progress. 

In order to analyze the main economic problems that have confronted 
Greece since the end of the war, it is convenient to divide the postwar 
period into two parts. The first runs from the liberation of the country 
(October 1944) until roughly the end of 1951. This period was marked 
initially by rapid price increases and highly unstable economic con- 
ditions, and subsequently—particularly after 1948—by economic re- 
habilitation and some degree of economic stability. 

The second part of the postwar period may be regarded as having 
begun early in 1952 when the Government embarked upon systematic 
anti-inflationary and stabilization policies, which culminated in the 
devaluation of the drachma on April 9, 1953. 


Period from 1944 to 1951 


At the beginning of the first period, 1944-51, economic and monetary 
conditions were very similar to those that had prevailed during the 
enemy occupation. The liberation found the economy in complete 
chaos. Production and national income were some 30 per cent of what 
they had been before the war. Monetary savings and bank deposits 
had been practically wiped out. Confidence in the paper money had 
been reduced to almost zero. 

The drastic monetary reform of November 1944, through which the 
previous currency was canceled and replaced by a new drachma (at 
the ratio of 1 new to 50 billion old drachmas), failed to stabilize the 
economy. The reform was not carried out under propitious conditions, 
and subsequent events also were highly unfavorable. From the first 
day of its liberation, Greece was confronted with serious internal 
political disturbances that soon exploded in the first Communist attempt 
in December 1944 to overthrow the Government by force. The excessive 
creation of money to finance both the public and the private sectors of 
the economy, coupled with acute commodity shortages, was constantly 
feeding inflation. Under these conditions, confidence was not restored, 
and the tendency to convert cash balances into gold sovereigns—a 
practice to which the business community and the public at large had 
become well accustomed from the war years—continued undiminished. 
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The market price of the sovereign had come to be regarded almost as a 
financial barometer, and movements in it were still widely regarded as 
the best indicators of price movements in general. The factors which 
at any given time determined the sovereign rate, namely the surplus 
cash of businessmen derived from current profits, and the expectation 
of further price rises, were constantly operating to raise it, since both 
profits and prices were rising steadily. The increase in the sovereign 
rate was followed in turn by additional price rises and inevitably a 
further expansion of money supply. Therefore, a price-wage inflationary 
spiral was in full operation. 

With the year 1946, a new phase started. Attempts were made to 
stabilize and reconstruct the economy, first by the use of gold and 
exchange reserves,' and subsequently by the utilization of US. aid, 
which was extended to Greece under various programs on a relatively 
large scale. 

In the face of the enormous difficulties that the task of stabilization 
presented in the immediate postwar period, the Government decided, 
in February 1946, to make the drachma convertible into gold sovereigns 
at a fixed price, and also to permit a much larger flow of imports. Both 
these measures were designed to absorb some of the surplus purchasing 
power in the hands of the population and thus to counteract inflationary 
pressures. Moreover, larger imports, in addition to those effected by 
UNRRA, were expected to help to diminish or eliminate commodity 
shortages. Lastly, the stability of the sovereign price that was to be 
obtained by the operations of the Bank of Greece was expected to exert 
a stabilizing influence on prices. 

The application of these stopgap measures, however costly and un- 
economic they may have been from certain points of view, appeared to 
have achieved their intended short-run purpose. Despite the almost 
continuous increase in the volume of banknotes generated by further 
government overdrafts on the central bank and by credit expansion, 
monetary conditions became more stable and some basis for economic 
calculations was established. This situation, in turn, helped to increase 
production, particularly in agriculture, and also to improve somewhat 
the public finances. 

By early 1947, however, the Greek exchange and gold reserves were 
almost entirely exhausted, and at the same time the UNRRA program 
involving total shipments of about $400 million was rapidly coming to 


1 Reserves at the time of the German occupation amounted to approximately 
$180 million, including the unutilized part of the credits of £46 million extended 
to Greece by Great Britain in 1940-41, the repayment of which was waived by the 
Financial Agreement of 1946. By 1945, reserves were more than $190 million, ex- 


cluding assets derived from payments to British troops stationed in Greece at 
that time. 





a ee ee ek 


STABILIZATION OF THE GREEK ECONOMY 25 


an end. Thus the Government was deprived of the main tools for 
continuing the policy initiated in the beginning of 1946. A new economic 
collapse was avoided only by the relatively large-scale economic 
assistance that Greece started to receive after 1946 from the U.S. 
Government. The so-called “post-UNRRA relief’? was followed in 
1947 by the “Truman Doctrine” aid. A year later, in 1948, a new aid 
program of even broader scope and magnitude, the European Recovery 
Program, was initiated, in which Greece was one of the participants. 
Under these programs Greece had received, by the end of the fiscal 
year ended June 1953, economic aid (excluding direct military assistance) 
amounting to approximately $1,300 million,? or about 20 per cent of 
the current national income. 

Sustained by relatively large foreign assistance, new efforts were 
started in 1947 to rehabilitate, stabilize, and develop the economy. 
These efforts were seriously hindered, however, by new political internal 
and external upheavals. During the period from 1946 to 1949, Greece 
faced a new armed Communist revolt and, therefore, again had to 
divert a very large part of her resources and energy to military purposes. 
A large part of Greek territory, indeed, became a battlefield. It was 
only in September 1949 that public safety and order could finally be 
restored. However, soon after the Government’s military victory and 
before the beneficial results in the economic field were consolidated, the 
outbreak of the Korean war in June 1950 again worsened the economic 
situation and made for increased defense expenditures. 

Quite apart from these developments, economic difficulties were 
created by other factors. The terms of trade deteriorated. Mainly as a 
result of the memories of past inflations, the economy was extremely 
sensitive even to small and transitory changes, and this gave a specu- 
lative character to much of its activity. And last, but not least, the 
economic policies that were applied were ineffective. 

By 1950-51 war damage had been repaired, and in certain respects 
the physical apparatus of the economy was in even better shape than 
before the war. Production and national income reached the prewar 
level,? and some degree of economic stability was attained. Despite 
these achievements, the forces mentioned above made it impossible to 
establish economic equilibrium. Inflationary pressures, at times very 
strong, still beset the economy. Although these pressures had, since 
1949, ceased to manifest themselves in excessive price increases, this 


? This amount was made available as follows: post-UNRRA, $38 million; other 
relief programs, $13 million; Truman Doctrine aid, $119 million; ERP, ECA, etc., 
$1,102 million. in addition, there were granted, during the same period, Export- 
Import Bank and surplus stock credits totaling another $68 million. 


3 As a result of foreign aid, total available resources were greater than they had 
been before the war. 
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was to be ascribed primarily to such devices as the use of foreign aid 
counterpart funds for offsetting new money issues, official sales of gold 
to the public, and relatively large imports of nonessential goods. 

In fact, inflation continued to exert its detrimental effects upon the 
whole economic and social life of Greece. The extensive price distortions 
incident to inflation, in turn, led to a very uneven distribution of 
national income and an uneconomic allocation of the agents of pro- 
duction. Because of the distrust in paper money, there was a tendency 
for consumption by certain groups to be relatively too high. Further, 
private savings, except where profits were ploughed back into pro- 
ductive enterprise, still tended either to be converted into assets such 
as gold hoards or stocks of nonperishable goods, or to be invested in 
luxury building construction. 

The measures to which the Government resorted to meet the im- 
mediate social and economic effects of this economic imbalance were 
mostly of the nature of expedients and dealt with the symptoms rather 
than the roots of the malady. Administratively set minimum (“security”) 
prices for the main agricultural products—including the export staples 
—involved the payment of subsidies which, in turn, not being offset by 
adequate taxation of profits accruing to other sectors of the economy, 
gave rise to deficit spending. Repeated devaluations of the drachma 
during the postwar period failed to bring domestic prices into line with 
world prices. Domestic prices and costs increased at such a rate that 
each successive devaluation soon ceased to be effective. To counteract 
the effects of devaluation, multiple currency practices and other ex- 
change measures were used extensively, which resulted in a very complex 
exchange system. Indeed, the corrective action to which the Govern- 
ment resorted during this period not only failed, in many instances, to 
achieve even its short-term objectives, but actually constituted in 
itself an additional element of economic instability. 


Public finances 


The state of public finances was one of the main disequilibrating 
forces in the Greek economy, particularly during the early postwar 
years. Not only did large budgetary deficits—open or hidden—contribute 
to inflation; the structure of both government expenditures and govern- 
ment revenues also adversely affected general economic conditions. 

Mainly as a result of high defense expenditures, public outlays, 
calculated at constant prices, have, in many postwar years, been 
greater than before the war. Ever since the liberation in 1944, Greece 
has been compelled by both internal and world political events to 
maintain a military establishment far exceeding her economic capacity, 
and substantially larger than before the war or than would have been 
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maintained under conditions that were less abnormal. Notwithstanding 
the fact that war materiel proper has, throughout the postwar period, 
been granted to Greece as direct military aid, over-all defense outlays 
(including internal security expenses and war pensions) have accounted 
for about 50 per cent of total budgetary current expenditures, and 
they are estimated to have absorbed in recent years some 9 per cent of 
the national income. 

Civil expenses, measured in real terms, are also estimated to be 
greater than before the war, though to a lesser extent, although the 
servicing of the prewar public debt has been suspended; and public 
investment since the war has, on the whole, been financed separately, 
for the most part by foreign aid counterpart funds. High civil expenses 
are attributable to the excessive number of appointments made to the 
civil service both during the occupation and since the end of the war, 
which have brought into the government service a number of unqualified 
persons. Certain branches of the administration appear to be over- 
staffed. On the other hand, other branches, chiefly in the provinces, 
seem to be understaffed. Moreover, Greek civil servants are under- 
paid. Apparently the problem is connected with a long overdue and 
badly needed reorganization of the administrative machinery. Legisla- 
tion already passed provides for the dismissal of redundant personnel, 
but the assurance of more adequate remuneration requires serious 
attention if a competent civil service—a prerequisite for economic and 
social stability and progress—is to be established. 

On the revenue side, the yield of taxation, primarily of direct taxation, 
has been inadequate since the war. Of course, in a predominantly 
agricultural and low-income country, receipts from direct taxes will 
not normally be the largest source of government revenue. But in 
Greece, though income distribution after the war became much more 
uneven, in favor of the industrial and commercial groups—i.e., the 
groups that are subject to direct taxes—the relative importance of 
direct taxes as a source of public revenue at the same time diminished. 
Therefore, the burden of taxation during the postwar period did not fall 
primarily upon those most able to bear it. This state of affairs has to 
be attributed to insufficient assessment and collection of direct taxes, 
rather than to any nonprogressive characteristics of the taxation 
system; on the contrary, it is believed that existing tax rates on large 
incomes are too high, and that they probably induce taxpayers to 
conceal their incomes. Such concealment is often easy for the speculative 
enterprises that have been thriving under postwar conditions. 

Starting in 1947, persistent efforts were made to improve the tax 
system in certain respects, and above all to improve the procedures of 
tax assessment and collection. Primarily as a result of these efforts, 
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public finances have shown a noticeable improvement since 1949, 
Despite the crushing burden of defense expenses, budgetary deficits 
have been reduced gradually to more or less manageable proportions, 
with the result that the Government’s financial transactions have ceased 
to be the main inflation-generating force in the economy. Also, the 
structure of revenue has improved, the ratio of direct taxes to total 
revenue from taxes being higher in the fiscal year 1951-52 and subse- 
quently than it had been before the war. 

These developments cannot, however, be interpreted as meaning 
that there is no room for further improvement of public finances. On 
the expenditure side, many items cannot easily be reduced. The high 
defense outlay presents a special problem, depending primarily upon 
the world political situation and the part of Greece’s military burden 
that her allies are able and willing to undertake themselves. On the 
revenue side there is still room for considerable improvement in the 
procedures for tax assessment and collection.* This would not only 
increase public revenue, but also would improve its structure, thereby 
making income distribution more equitable and affecting favorably the 
whole economic situation from several angles. Higher indirect taxation 
does not seem to be economically or socially advisable in view of the 
low standards of living of the poorer classes. On the contrary, a reduction 
in indirect taxes on essentials would serve a useful purpose as soon as con- 
ditions warrant such a step. Indeed, fiscal policy can become an effective 
tool for monetary and social purposes, and also for stimulating develop- 
ment along the lines best fitted for the general interests of the economy. 

There is in Greece one important special issue closely associated with 
both the state of public finances and production and distribution costs. 
The law provides for a considerable number of taxes that are imposed 
for the benefit not of the general budget but of private or semipublic 
groups or organizations. The yield of these taxes, usually referred to as 
“third party” taxes, many of which date back to before the war, is 
substantial. The taxes are levied either directly or indirectly through 
price increases of goods or services that are affected. The disposal of 


‘In the last few years the Government has had under study a basic reform of 
the taxation system. The present taxation system provides for ‘‘analytical’’ taxes, 
at flat rates on the various types of income, and a “synthetic” tax, with very pro- 
gressive rates imposed on that part of the over-all income from various sources 
which exceeds a certain limit. In view of the complexity of the system, a proposal 
has been advanced to substitute for it a simpler system consisting basically of a 
unified progressive income tax along the lines of the system in force in Anglo- 
Saxon countries. The transitional period from the old to the new system may, 
however, give rise to great difficulties and may even entail a decrease in revenue 
that the economy could not afford under present conditions. Before the introduc- 
tion of a new tax system, the ground will have to be prepared through a series of 
measures carefully designed and enforced. Recent official statements indicate 
that the Government intends to act in this way. 
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the proceeds is made, as a rule, by the beneficiary bodies themselves, 
without any control by the Ministry of Finance. ‘Third party” taxes 
run counter to the basic aims of fiscal policy and impede in various 
ways the attainment of economic stability. 

Though this problem has been under consideration during the past 
few years, it has not yet been tackled effectively. There seems little 
doubt that taxes of this kind that are found to be uneconomic should be 
abolished, the remainder being absorbed in the central budget. At the 
same time, the benefits to beneficiary bodies would have to be discon- 
tinued unless there was a real justification for them, in which event the 
burden should be borne by the central budget. 


Money market and bank credit 


Conditions in the Greek money market have been very abnormal 
during the postwar period. The occupation hyperinflation deprived the 
economy of any sort of capital readily available for lending purposes. 
Savings have been low as a result of low national income and of a low 
propensity to save. The growth of bank deposits has been very slow, 
especially in the years immediately after the war. During these years, 
bank deposits were equivalent to only a small fraction of the note 
circulation, whereas prior to the war they were three or four times the 
note circulation. In addition, the structure of bank deposits deteriorated 
greatly; the compulsory deposits of public institutions accounted for 
more than 50 per cent of total deposits (against 15 per cent in 1938), 
while savings deposits dropped to the quite negligible amount of less 
than 5 per cent of the total (in 1938 savings deposits represented more 
than 40 per cent of total bank deposits). 

The result has been that, since the end of the war, commercial banks’ 
own resources have been far from commensurate with the credit require- 
ments of the private sector of the economy. On the other hand, the same 
elements, inflation and the expectation of further inflation, that have 
been responsible for the inadequate supply of loan funds have increased 
the demand for loans and raised interest rates to exorbitant levels. 

In this situation it became incumbent on the Bank of Greece itself to 
provide credit facilities to agriculture, industry, and trade, in order to 
revive production and economic life in general. This has been done 
directly through loans and advances to business, but for the most part 
indirectly through lending to the Agricultural Bank and the com- 
mercial banks. During the postwar period, Bank of Greece funds have 
provided an average of about two thirds of the total credit available to 
the private sector. 

The classical tool of monetary policy, the manipulation of the dis- 
count rate, could not have been used effectively under postwar con- 








30 INTERNATIONAL MONETARY FUND STAFF PAPERS 



































ditions, which to a great extent made business insensitive to the cost of 
credit. The Bank of Greece and the Currency Committee® resorted, 
therefore, to quantitative credit restrictions and also tried to apply 
selective criteria. The monetary authorities encountered great dif. 
ficulties in the performance of this task. As long as there was a strong 
pressure for expansion of credit, it was difficult to distinguish between 
demands based on genuine economic needs and demands for speculation 
or for economic operations that, from an over-all point of view, were 
undesirable. A highly qualified banking inspectorate would have been 
helpful, but this could not be organized in a short time. 

As economic activity increased and conditions were somewhat 
normalized, commercial bank deposits gradually expanded. This other. 
wise healthy development made possible for the commercial banks 
greater independence from the Bank of Greece and, under the prevailing 
conditions, caused their lending policies to tend to be based, in many 
instances, on a short-run concept of high profits rather than on the 
concept of the general interest of the economy. This had an unfavorable 
impact on general economic conditions. The possibility of high profits 
was also a constant temptation for commercial banks to offer unduly 
high rates of interest to depositors, which again were liable further to 
increase the cost of money. 

In the face of the practical difficulties that hindered any effective 
supervision of the commercial banks’ activities, the Currency Committee 
resorted to the imposition of minimum reserves to be deposited by the 
commercial banks with the Bank of Greece. In August 1948 these were 
fixed for the National Bank of Greece (whose deposits accounted then 
for approximately 70 per cent of total commercial bank deposits) at 15 
per cent of its demand deposits, and for other commercial banks at 5 
per cent; subsequently they were raised, effective February 15, 1949, 
for all commercial banks to 22 per cent of the deposits of public institu- 
tions and to 10 per cent of other demand deposits, and, effective Febru- 
ary 1, 1950, to 25 per cent and 12 per cent, respectively. Reserve require- 
ments for deposits of public institutions, made after November 1, 
1951, were raised to 35 per cent. 

Furthermore, the privilege of the National Bank of Greece, the 
largest commercial bank in the country, to hold the larger part (in 
effect, 65 per cent) of the deposits of public institutions was allowed 


5 The Currency Committee was established in 1946 pursuant to the Financial 
Agreement between Greece and Great Britain concluded in that year. The Com- 
mittee is presided over by the Minister of Economic Coordination and consists of 
the economic ministers, the Governor of the Bank of Greece, one member of 
British nationality, another of U.S. nationality, and one Greek financial and eco- 
nomic expert. The field of the Committee’s authority covers the banknote issue 
management, credit and exchange policies, interest rates, etc. 
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to expire at the end of 1950. These deposits were in fact compulsory; 
since the war they had amounted to about 50 per cent of all commercial 
bank deposits. New legislation was adopted, under which the deposits 
of public institutions were to be placed under the direct control of the 
Bank of Greece and the Currency Committee. Pursuant to this law, all 
such deposits held by commercial banks or other government institu- 
tions at the end of 1950 were transferred to the Bank of Greece; and 
beginning with January 1951, all new deposits of these bodies have 
been placed in the Bank of Greece. The latter has assumed exclusive 
responsibility for these deposits to the respective depositing institutions, 
which are entitled to receive an interest rate on their deposits that is 
fixed by the Currency Committee. The funds thus made available to 
the Bank of Greece are allocated to commercial banks or other financial 
institutions in the form of interest-bearing deposits to be utilized by 
them for credits to the private sector on terms specified by the Currency 
Committee. 

The credit expansion that actually occurred indicates that the credit 
control measures as a whole were not vigorously enforced until 1951. 
Credit to the private sector, financed largely by the Bank of Greece, 
was allowed to expand in certain periods at a pace exceeding the rate of 
increase of available real resources. This, in conjunction with the still 
prevalent abnormal savings habits and a relatively high velocity of 
circulation, was bound to produce inflationary pressures and to hamper 
the attainment of economic stability. 

A sound and effective credit policy is, no doubt, one of the main 
prerequisites for economic stability. But it is difficult to define, in 
advance, the details of such a policy for each set of circumstances. For 
the Greek economy it appears that—after sufficient stimulus had been 
given to the revival of production—the policy required was the avoidance 
of any new net credit expansion with central bank funds and reliance 
on the commercial banks’ own resources to finance the legitimate credit 
requirements of the private sector. 


Interest rates 


Even before the war, interest rates in Greece were high relative to 
other European countries, as a result of the inadequacy of capital and 
also, though to a lesser extent, of the high cost of bank services. Events 
since 1940 have made for even higher rates of interest. 

The effective bank interest rate on loans and advances was fixed in 
1949 at 16 per cent per annum (12 per cent plus 4 per cent commission) 
with a rather wide range of preferential rates on credits to farmers, 
exporters, etc. The rates on long-term loans to entrepreneurs, financed 
for the most part from foreign aid, have, however, been fixed con- 
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siderably below the short-term rates, and this has created an abnormal 
interest rate structure. 

Since demand for credit is substantially in excess of the supply at the 
legal rates of interest, an illegal or free money market has developed. 
Loans contracted in this market, usually with a gold clause, sometimes 
carried interest at the rate of 30 or even 40 per cent per annum. There 
were also clear indications that commercial banks were charging their 
customers, in many instances, an effective rate of interest well above 
the legal maximum. At the same time, these banks were competing for 
deposits by offering high interest rates and other inducements to 
depositors. 

During the early postwar years, high interest rates could be explained 
by the pace of price inflation. Beginning with 1949, however, price 
inflation slowed down considerably; therefore, the continuation of 
borrowing at exorbitant rates of interest could be explained only in 
terms of the excessive profits that borrowers were still able to realize. 
In such circumstances, it was unlikely that a reduction in the bank 
interest rate would result in lower prices and costs. For, as conditions 
of demand, both private and public, were still favorable to excessive 
profits, lower interest charges would simply ensure differential profits 
to those having access to loans from the banking system. 


Money supply 


The use of bank checks in payments has never assumed any large 
proportions in Greece, and even prior to World War II deposit money 
was not as important in the Greek economy as in other economies that 
were more advanced financially. During the postwar period, the relative 
importance of deposit money in Greece declined still further, as a 
consequence of the lack of confidence and the public’s unwillingness to 
deposit its money with the banks. A growth of deposit money should, 
therefore, in principle, be regarded as a desirable development, for it 
would indicate a return to more normal financial practices and con- 
ditions. 

Commercial bank deposits were quite negligible in the immediate 
postwar years, but subsequently they tended to increase in response 
to the improvement of general economic conditions. However, through- 
out the period note circulation has been the more important component 
of the total money supply, and therefore the best indicator of the 
monetary position. After the war, changes in the volume of the note 
circulation reflected primarily central bank credits and advances to 
both the public and the private sectors, on the one hand, and the 
counteracting effect of currency withdrawals through “sterilization” of 
foreign aid counterpart funds and official sales of gold sovereigns to the 
public, on the other. 
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As mentioned above, government overdrafts on the Bank of Greece 
were the main inflation-generating force in the immediate postwar 
years. Later—especially beginning with 1949—as public finances 
improved, credit expansion financed by Bank of Greece funds became 
the primary source of monetary expansion. The interplay of inflationary 
and deflationary factors is illustrated by the movements of the note 
circulation. In the three-and-a-half-year period ended June 30, 1951, 
new money issues for public and private credit requirements, including 
provisional advances to the Government for purchases of supplies, 
totaled some 6,600 billion drachmas. However, the note circulation rose 
during the same period by only 816 billion. The difference is explained 
chiefly by the blocking of approximately 4,200 billion drachmas of 
foreign aid (under the ECA and MSA programs) counterpart funds,® 
and by official gold sales to the public of about 900 billion drachmas. 

In assessing the disinflationary effect of official gold sales to the 
public, account has to be taken of the fact that a portion of the private 
gold holdings should be regarded as an addition to the money supply. 
Gold sovereigns have sometimes been used as a means of payment in 
current transactions; to this extent, the disinflationary effect of the gold 
sales policy was dissipated. The use of gold sovereigns as currency cannot, 
of course, be measured precisely, but it has been estimated at roughly 
15 per cent of existing gold hoards, though the percentage has no doubt 
varied from time to time in response to changes in general conditions. 
If this estimate is correct, and on the basis of estimated private hoards 
of 12,550,000 sovereigns at the end of 1951,” the addition to the effective 
money supply attributable to gold hoards would be approximately 
400 billion drachmas (at the then current price of the sovereign), which 
is equal to about 20 per cent of the note circulation (2,198 billion), or 8 
per cent of the total money supply (4,928 billion) at the end of 1951. 


6 Total U.S. aid counterpart fund accruals are estimated to have amounted 
during that period to 7,600 billion drachmas, of which 454 billion was transferred 
to the U.S. Government account and about 2,940 billion was used to finance 
public investment and development loans to entrepreneurs. 

or private hoards of sovereigns are estimated to have been accumulated 
as follows: 


Thousand Units 
Estimated prewar hoards and imports of sovereigns during the war 
by both Germans and Allies................ 0... cece cence eens 5,000 
Net official sales: 1944 and 1945.......... 0... cece eee eee ees 150 
RY... Si st bea, Hodaminaeabne sas 2,100 
eee avidi anus deaveenatysauys aareenden 500 
MIT, dc3. cu ciceoe sit meses sseensoonanaades 1,000 
1. | ERA err reer ro mere te 500 
NESS Fe Dba eo uc oe Banat eu se Reaees 1,800 
1 ONS RR Pe peters parecer Drie eer ery eee rr 1,500 
HONG TI oo scccec ete ese s nes supecceseecs 900 
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The existence of relatively large private gold hoards in Greece must 
be borne in mind in formulating and enforcing monetary policy. These 
hoards are beyond the control of the authorities; and they can, in 
effect, through a more extensive monetization of the sovereign, increase 
both the money supply and total effective demand. The money supply 
would also be expanded if the desire to hoard gold were to weaken 
and sovereigns were turned over to the monetary authorities, who 
would probably be ready to purchase them if they were offered at the 
official parity. In that event, however, the monetary expansion would 
not present the same dangers as those resulting from increased monetiza- 
tion of sovereigns. It would mean increased reserves, and therefore would 
increase the possibilities for effective offsetting measures; and it would 
clearly indicate increased confidence in paper money and therefore a 
lower velocity of circulation. 

Obviously, the task of the Greek monetary authorities has been much 
more difficult since the war than it was in the thirties. The occupation 
hyperinflation and subsequent events brought about a financial dis- 
integration that bore heavily upon the whole economy. As a result of 
lack of confidence in paper money, the public’s savings habits have 
become abnormal. Even a seasonal or transient increase in the money 
supply has tended to manifest itself in higher effective demand for gold 
or commodities. Under these conditions, not only the actual level of 
economic activity, but also such important factors as savings habits 
and the velocity of circulation have to be used as criteria for the formula- 
tion of monetary policy. The money supply has to be so controlled as to 
prevent inflationary pressures and, at the same time, not unduly retard 
progress in production and economic development. 


Foreign exchange system 


Economic developments in Greece after the war made it practically 
impossible to maintain any orderly foreign exchange system. As a result 
of the rapid internal depreciation of the currency, the successive de- 
valuations of the drachma were not able, except for short periods, to 
bring domestic prices into line with world prices. The resulting over- 
valuation of the currency forced the Government, under the pressure of 
immediate problems, to resort to quantitative import restrictions and 
to multiple currency and other exchange practices, which made the 
foreign exchange system very complex. Under these conditions, the 
official exchange rate was deprived of a large part of its function as a 
link between Greek and world prices. 

After the drastic monetary reform of November 1944, when an 
exchange rate of 150 drachmas per U.S. dollar was established, the 
drachma was again devalued in June 1945 to 500 drachmas per US. 
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dollar, and in January 1946 to 5,000 drachmas per U'S. dollar. In 
October 1947, instead of another outright devaluation, an “exchange 
certificate system’’ was introduced; while the official rate remained 
unchanged (i.e., 5,000 drachmas per U:S. dollar), a considerably higher 
effective rate emerged. Exporters and other exchange sellers were 
granted, in addition to their exchange proceeds converted at the official 
rate, an “exchange certificate’ expressed in terms of the exchange sold 
to the Bank of Greece. These certificates were negotiable on the free 
market, the demand for them coming from those who intended to apply 
to the Bank of Greece for foreign exchange, and who were required by 
law to present to the Bank of Greece, in addition to the usually required 
licenses, an exchange certificate of an equal amount. 

This system was intended to ensure an automatic realignment of 
internal prices to foreign prices. Frequent changes of the effective 
exchange rate would, however, have introduced a new element of un- 
certainty and speculation into an already oversensitive and speculative 
atmosphere; therefore, the prices of certificates were not left to be 
formed freely, but were, from the beginning, effectively determined by 
direct intervention on the market by the Bank of Greece, which had 
been duly vested with this authority by law. During the first seven or 
eight months of the application of the system, the prices of certificates 
were adjusted several times, with the result that by June 1948 the 
effective exchange rate of the drachma had risen to 10,000 drachmas 
per U.S. dollar, compared with the official rate of 5,000 drachmas. 
This effective rate was then maintained unchanged until September 1949. 

Because the adjustment of the prices of exchange certificates as a 
rule lagged behind increases in internal costs, the certificate system soon 
outlived its intended usefulness, and the drachma remained overvalued 
in relation to other currencies. A new attempt to eliminate overvaluation 
was made in September 1949, at the time of the devaluation of sterling 
and many other currencies. On September 22, 1949, the drachma was 
devalued in terms of U.S. dollars by 33.3 per cent and in terms of 
sterling by 24.8 per cent. This devaluation resulted in effective rates of 
15,000 drachmas per U‘S. dollar and 42,000 drachmas per pound sterling, 
and in the elimination of disorderly cross rates that had been in effect 
ever since the exchange certificate system was adopted in October 1947. 

Although genuine economic stability had not yet been attained by 
September 1949, and the conditions necessary for the successful operation 
of a major devaluation were not present, a substantial economic im- 
provement was already apparent by that time. The second Communist 
revolt had been suppressed and, perhaps for the first time since the end 
of the war, stabilizing forces were beginning to assert themselves and 
to result in increased economic activity and more stable prices. More- 
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over, it appeared that the effects of the devaluation of 1949 on internal 
prices were likely to be mitigated substantially by the simultaneous 
devaluation of sterling and other currencies in which the larger part of 
Greece’s exchange operations were transacted. Lastly, but of great 
importance, the adjustment of the exchange rate at that time was not 
likely to drive up the price of the gold sovereign;* this was very sig- 
nificant in view of the link existing between commodity prices and the 
sovereign rate. 

The combined effect of all these factors was to make the devaluation 
of September 1949 a relative success. The internal price level did not 
rise, and by February 1950 most of the temporary exchange measures 
adopted at the time of the exchange adjustment as safeguards against 
unjustified price increases had been removed. By that time the foreign 
exchange system had become more or less unified, and was much simpler 
than it had been before or immediately after the devaluation of 
September 1949. Official exchange receipts from both visible and invisible 
sources showed a noticeable increase, and the balance of payments 
situation was much better than before the devaluation. 

The improvement was short-lived, however. By the spring of 1950 
serious export marketing difficulties reappeared. These difficulties were 
to be ascribed mainly to the credit policies pursued at that time and to 
the methods of price formation for the principal export goods. For 
instance, the prices realized by producers of such goods as tobacco, 
currants, and sultanas were not formed by the free operation of market 
forces, but were administratively set on the basis of the “‘subsistence” 
needs of the producers. If Greek products at these prices were not 
competitive on world markets, the Government felt obliged to grant 
export subsidies in one form or another. 

The subsidy system in effect for tobacco was especially complicated 
and uneconomic. The minimum (“security”) prices payable to tobacco 
producers were determined on the basis of prewar prices in the various 
tobacco-producing areas, increased by a uniform coefficient. Considera- 
tions connected with the quality of the product and the changes since 


§ That the exchange adjustment of September 1949 did not make necessary a 
oe rise in the sovereign rate is to be explained basically by the fact 
that the new official exchange rate had been established at about the level of the 
previous black market dollar rate. The Greek gold market is linked by speculative 
arbitrage with the free or black markets in European and Middle hens coun- 
tries; such arbitrage tends to equalize the cross rates between the gold sovereign 
price and foreign eee rates. Therefore the upward adjustment of the official 
exchange rate to the level of the black market rate, coupled with the maintenance, 
if necessary through official intervention, of the sovereign rate at the predevalua- 
tion level, did not produce any disturbance in the Greek free gold and exchange 


market, and it prevented the re-emergence of excessive black market exchange 
premiums. 
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the war for various grades of tobacco in world markets were ignored. 
In addition, the cost of processing tobacco was further burdened because 
of purely social considerations. Specifically, the law required that 
tobacco should be subjected to a second processing (the first is carried 
out by the producers themselves in the field) in the storehouses by 
tobacco workers organized in “closed shops.” These workers were 
employed for only a few months a year, but at wages that would secure 
for them a living for the whole year. 

The re-emergence of export difficulties in the first part of 1950 seemed 
to have been caused primarily by an increase after the devaluation of 
20 per cent in the minimum prices guaranteed to producers of the chief 
export goods. This increase more than dissipated the relatively small 
competitive advantages that the exchange adjustment of September 
1949 had secured to exporters. 

Developments after the outbreak of the Korean war made for further 
substantial deterioration. Internal inflationary pressures were intensi- 
fied, while the prices of Greek export staples did not benefit from the 
world-wide price increases. By the summer of 1950, the drachma had 
again become grossly overvalued in relation to the leading currencies. 
To combat the effects of this overvaluation, the Government resorted 
to a variety of exchange measures, which once more made the exchange 
system very complex. 

The exchange system, as it had developed by the end of 1951, may be 
described as follows. More than 90 per cent of exports came under one 
or another of the subsidy schemes. Some export subsidies—e.g., those 
paid to tobacco producers and merchants under the internal support 
system and those paid at the export level to exporters of tobacco and 
grapes—were borne directly by the general budget. Other subsidies were 
paid to producers of currants and sultanas through a special fund de- 
rived from the profits from imported molasses used for alcohol manu- 
facture. Finally, a third form of subsidy was involved in the system of 
so-called “compensation import rights,” which was applied to the largest 
part of the remaining exports. Under this system, which embraced some 
10 to 15 per cent of total exports, exporters surrendered their entire 
export proceeds; for part (20 to 90 per cent) they received payment at 
the official exchange rate, and for the remaining part (80 to 10 per cent) 
they were granted the right to import certain specific luxuries or non- 
essential goods. These import rights were freely negotiable in the mar- 
ket at fluctuating prices, varying according to the commodity permitted 
to be imported and according to the country of origin. The effective 
exchange rates that resulted from this system reached high levels. 
Against an official rate of 15,000 drachmas per U.S. dollar and 42,000 
drachmas per pound sterling, the effective rate for the U.S. dollar was 
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reported in some instances at more than 40,000 drachmas and for ster- 
ling at more than 95,000 drachmas. 

Late in 1951 the Government made an attempt to tax away part of 
the importers’ excessive profits, by subjecting certain nonessential im- 
ports not effected under the compensation system to special taxes. The 
scope of this measure was limited, however, for it covered no more than 
5 per cent of total imports of consumers’ goods. 

An evaluation of the exchange system as it had developed by the end 
of 1951 shows that, while it contributed to economic imbalance, it also 
left much to be desired, even from the point of view of the achievement 
of its own narrowly defined objectives. The over-all burden from export 
subsidies was estimated at more than 400 billion drachmas per annum; 
this accounted for a large part of the budgetary deficit and for some 
30 per cent of total proceeds from exports. Despite this burden, exports 
were not sufficiently stimulated. On the other hand, importers’ exces- 
sive profits remained largely untaxed, which affected the whole eco- 
nomic situation adversely in more ways than one. Moreover, the func- 
tioning of the system depended upon the discretionary power of the 
authorities which, of necessity, was largely arbitrary. This added greatly 
to the uncertainties of trade, and also induced favoritism. The adminis- 
tration of compensation import rights illustrated more clearly than any- 
thing else the defects and weaknesses of the whole exchange system. 

Undoubtedly, the foreign exchange system of this period merely re- 
flected the general economic situation. Not only the complete unifica- 
tion of the exchange structure, but also the success even of steps toward 
its simplification, was dependent upon the containment of inflation and 
improvement of gencral economic conditions. 


External accounts 


As a consequence of the commodity composition of both imports and 
exports and of the great importance of invisibles in Greek exchange 
earnings, the Greek balance of payments position has always been vul- 
nerable. Invisibles are not, in general, a stable source of exchange, and 
this qualification seems to be particularly true for Greece. Greek invisi- 
bles consist of exchange remitted home by emigrants, of expenses of 
foreign tourists in Greece, and of shipping earnings. However, emigra- 
tion as a source of exchange has been diminishing in importance during 
the last three decades, when serious curbs have been imposed by the 
main immigration countries of the world, particularly the United States. 
An increase in exchange receipts from tourists that would be commensv- 
rate with existing potentialities (climate, archaeological interest, etc.) 
would certainly require more and better facilities for tourists; this neces- 
sitates investment and is a rather longer-term objective. Finally, ex- 
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change receipts from shipping are much less than the size of the Greek- 
owned fleet? would suggest. At least a part of shipowners’ capital and 
profits is, as a rule, kept abroad, but the main reason for the small 
amounts of foreign exchange that accrue to the Greek economy from 
shipping is the fact that the major part of operating expenses is paid 
outside the country in foreign currency. Most of the ships never enter 
Greek ports, and the Greek authorities are therefore not in a position to 
exert any effective control over Greek-owned ships and their earnings. 

The effects of the war and its aftermath have perhaps been felt more 
strongly in the sphere of external accounts than anywhere else. Because 
of the depletion of prewar stocks, reconstruction needs, low production, 
and persistent inflation, the demand for imports has been strong. For 
most of the postwar years until 1951, the import volume was estimated 
to have exceeded noticeably the prewar volume. Official sales of gold to 
the public were a new item on the expenditures side of the balance of 
payments; for the period November 1944 to February 1952, they caused 
a drain on reserves equivalent to about $70 million (8,450,000 sover- 
eigns). In addition, the overvaluation of the currency and the feeling of 
insecurity were strong inducements for excessive private exchange ex- 
penses abroad and for capital flight effected in a variety of ways. 

On the receipts side, the setback of visible receipts has been more 
serious than the postwar decline of invisible earnings. Since the war, 
both internal and external factors have created great marketing difficul- 
ties for Greek exports. The nature of the domestic demand for the pri- 
mary export goods is such that changes in internal economic conditions 
and the resultant overvaluation of the drachma could not increase the 
consumption of commodities that otherwise would have been exported. 
Instead, they have led to low production of export goods and to a small 
volume of exports. Furthermore, the comparatively low prices at which 
Greek export staples had to be sold in world markets have meant that 
the value of exports has declined more sharply than their volume. It is 
estimated that by 1952 the prices of Greek export staples were only 41 
per cent above prewar prices. Another factor, which has reinforced the 
effects of the other elements, has been the fact that Greek tobacco—the 
main export, accounting for 40 to 45 per cent of total exports—lost 
ground after the war in certain important export outlets. 

Although the loss of outlets for tobacco could be ascribed, to some ex- 
tent, to the relatively high Greek prices, the substantial drop in tobacco 


9 A distinction should be made between the Greek merchant fleet under the 
Greek flag, the tonnage of which declined from about 1,800,000 gross tons before 
the war to about 1,200,000 gross tons at the end of 1953, and the Greek-owned fleet, 
under the Greek or other flags, the size of which was reported at the end of 1953 
at more than 8,000,000 gross tons. The Greek-owned fleet is thus the third largest 
in the world, immediately after the U.S. and British fleets. 
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exports to Germany seems to have been caused chiefly by other factors. 
Until 1949-50 the national income of the Federal Republic of Germany 
was low, and tobacco consumption was much less than before the war. 
The German market was also penetrated by U.S. tobacco, the importa- 
tion of which was financed by US. aid. In recent years, and particularly 
since 1950, these impediments have become less important or have dis- 
appeared. Greater economic activity and higher consumption in the 
Federal Republic of Germany have led to a larger over-all volume of 
tobacco imports. Relatively high prices and the reduction in USS. aid 
have affected adversely imports of U.S. tobacco. Finally, and perhaps 
of greater importance, broader economic considerations have pointed to 
the need for restoring the German prewar pattern of trade with the 
Balkan and Near East region, which could absorb German industrial 
goods in exchange for foodstuffs, raw materials, and tobacco. It may 
have been on the basis of such considerations that effective June 1953 
the Federal Republic of Germany reduced taxation on cigarettes, a 
measure that has reportedly contributed to a further increase in tobacco 
consumption. As a consequence of these developments, exports of Greek 
tobacco to Germany expanded steadily after 1950. 

Until 1951, the improvement of the Greek balance of payments posi- 
tion was, on the whole, very slow, and net exchange receipts from both 
visible and invisible sources were scarcely sufficient to finance some 30 
per cent of imports. The external deficit on current account was still of 
the order of $300 million a year, financed primarily by the various pro- 
grams for relief or economic recovery. 

A lasting and organic improvement of the Greek external accounts 
position appears to depend upon an appropriate change in the rela- 
tions of the Greek economy with the rest of the world. This would mean 
a sufficient diversification of exports, and also reduced dependence on 
foreign sources for essential supplies. The diversification of exports 
should not, however, mean the substitution of other products for to- 
bacco. Despite low postwar prices, tobacco is still a high-yield product 
and best fitted to the country’s demographic and climatic conditions. 
Diversification should be sought rather through the addition of new 
products, agricultural as well as industrial, to the current export list. 
The attainment of this goal, and the reduction of Greek reliance on 
foreign sources for essential goods, require new investment and must, 
therefore, be regarded as long-term objectives. 


Monetary Instability and Need for Anti-Inflationary and 
Stabilization Policies 


The preceding analysis of developments in Greece has shown that 
monetary instability was a predominant feature of the economic situa- 
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tion. In the immediate postwar years, this instability found expression 
in a rapid price inflation and a high velocity of circulation. Efforts dur- 
ing that period to stabilize the economy through direct price control 
measures and rationing failed, as a rule, to bring about any appreciable 
or lasting effects. Greece did not have the highly efficient administrative 
apparatus that is an essential condition for the success of such measures. 
Moreover, severe commodity shortages persisted and the economy re- 
mained highly sensitive and speculative. 

The period from 1946 to 1951 was characterized by some degree of 
economic stability, particularly after public order had been restored, 
and production rose markedly. Post-Korean price increases were the 
results chiefly of world developments; Greek prices did not rise, on the 
whole, more than prices in other European countries. 

The economic stability of this period was not genuine, however. It 
was mainly the result of the Government’s use of two powerful disinfla- 
tionary instruments. The first was the open market operations of the 
Bank of Greece in the domestic gold market, and the second the “steri- 
lization” of a substantial part of foreign aid counterpart funds. The 
maintenance of a stable price for the sovereign by official sales of gold 
to the public exerted a favorable psychological effect and served also, 
particularly in certain periods when confidence was at a low ebb, as an 
important disinflationary element, by absorbing substantial amounts of 
drachmas from the note circulation. From the latter point of view, how- 
ever, the foreign aid counterpart funds were, on the whole, an even 
more important disinflationary factor. 

Both these policy instruments were, however, mechanical devices that 
served to counteract a too rapid expansion of the money supply origi- 
nating chiefly from an unduly large credit expansion. The relative sta- 
bility that could be attained by using them could not mean that infla- 
tionary pressures had been eliminated. It merely meant that these 
pressures were finding expression, not primarily in commodity price in- 
creases, but partly in a high domestic demand for gold and partly in 
balance of payments deficits. It also meant that sizable resources, which 
otherwise could have been used for productive investment, were being 
spent on consumption. 

Postwar inflation, in conjunction with the semimonopolistic conditions 
in certain sectors of the economy, produced wide discrepancies between 
Greek prices at the official rate of exchange and world prices, and 
also within the internal price structure. For instance, prices of in- 
dustrial or imported goods rose substantially above prices of agricultural 
exportable commodities, which had suffered more severely from post- 
war developments. Also, average retail prices rose more than average 
wholesale prices, a discrepancy that could be explained in part by the 
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excessive profits realized after the war at the retail level, and in part by 
various uneconomic charges imposed on the circulation and distribution 
of commodities. These price discrepancies were indicative of the inten- 
sification of the maldistribution of income after the war and of the mis- 
allocation of the agents of production among their various possible uses. 
They were also indicative of the direction in which the commodity 
structure of imports should have been changing. 

To counteract the immediate economic and social illnesses of a situa- 
tion that was basically unsound, the Government had recourse to vari- 
ous “stopgap” measures. For example, to relieve the position of the 
most seriously inflation-penalized sector of the economy, agriculture, 
the Government intervened in the formation of prices of the main farm 
products; this involved the payment of subsidies, which were paid for 
largely by inflationary means and which, therefore, ultimately created 
a need for additional subsidies. Multiple currency practices and other 
exchange measures—described in some detail in a preceding section— 
gave rise to a complex foreign exchange system, which was, however, 
unable to solve satisfactorily the problems connected with the external 
accounts and which, in addition, produced new difficulties. It appeared 
that, while the corrective action, mainly in the form of expedients, to 
which the Government resorted during this period could not fulfill even 
all of its short-term objectives, it constituted in itself an additional ele- 
ment of economic instability. 

Although certain extraneous elements have, no doubt, influenced ad- 
versely the Greek economic situation since the war, the excessive injec- 
tion of purchasing power into the economy has consistently been an 
important factor underlying and intensifying all the other causes of im- 
balance. Monetary policy was much influenced until nearly the end of 
1951 by the belief, which was widely held in Greece at that time, that 
the best way to restore stability was by restoring productive capacity 
and increasing production, and that to achieve this objective, monetary 
policy should be rather liberal. The failure of the policies adopted during 
this period to attain their objective was the clearest evidence of their 
inability to establish genuine economic stability, even though produc- 
tion and national income had advanced so that, by 1950-51, they were 
about the same as in prewar years,’ and resources were further supple- 
mented by sizable foreign aid. It became apparent that the attainment 
of economic equilibrium required the persistent enforcement of anti- 
inflationary policies and the application of a well-concerted stabiliza- 


tion program that would attack the causes of economic imbalance at 
their roots. 


10 Because of the increase in population, which is estimated at more than 6 per 
cent between 1939 and 1951, per capita income in 1950-51 was probably still a little 
less than before the war. 
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Anti-Inflationary and Stabilization Policies in 1952-53 


By late 1951 it had already become apparent that Greek monetary 
policy was undergoing a drastic reversal. During the early months of 
1952, influenced in part by the reduction of foreign aid, monetary policy 
was made still more restrictive, in order to achieve ultimately a balance 
between effective demand and supply at current prices and thus to curb 
inflation. It was also hoped that this would change the expectations of 
the public and encourage the growth of more normal savings habits. 

As the demand for credit had become insensitive to the cost, it was 
not likely to be affected significantly by manipulation of the discount 
rate. The Bank of Greece and the Currency Committee therefore re- 
sorted to a strict rationing of credit to each branch of economic activity. 
While credit rationing of this kind is, up to a point, itself a selective 
measure, other measures were also taken to improve the quality of 
credit.!! At the same time, the fields of activity of the Bank of Greece 
on the one hand, and of the commercial banks on the other, were more 
clearly defined, and steps were taken to enforce the national credit policy 
on private banks. 

The new restrictive policy was not limited exclusively to the credit 
field; it also embraced all public financial operations, including those in 
government-traded supplies and investment financed by foreign aid 
counterpart funds. In order to regulate effectively the purchasing power 
that was being released through various channels into the economy, the 
Currency Committee introduced the practice of fixing in advance every 
month the volume of such purchasing power for each sector of the econ- 
omy. Thus the Committee could obtain a clear picture of all the infla- 
tionary and deflationary forces that were operating. On the basis of this 
plan, the Committee established monthly ceilings, both over-all and for 
each sector of the economy, for the extension of credit to the private 
sector, and also, after consultation with the competent government 
agencies, for the Treasury’s overdrafts on the Bank of Greece and for 
investment financed by counterpart funds. 

The enforcement of such an over-all restrictive policy necessitated 
measures in several fields. Beginning with 1952, measures in addition to 
those introduced earlier were taken to improve the procedures for tax 
assessment and collection. Also, public investment was slowed down 
substantially; although fully aware of the need for productive invest- 
ment, the Government felt that economic stability is, to a large degree, 
& prerequisite to economic growth. 

As monetary policy began to exert its beneficial effects on general 
economic conditions, the Government gradually took further steps to 


4 For instance, bank lending operations on drafts and bills were subjected to 
the previous issuance of a wholesale invoice relating to the financed transaction. 
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restore the role of the free market mechanism, both internally and ex- 
ternally. Consumers’ subsidies (notably the bread subsidy) were abol- 
ished, and the scope of the policy of government-guaranteed prices for 
agricultural goods was reduced. Legislation was passed to terminate the 
tobacco workers’ ‘“‘closed shop” and to settle the problems connected 
with that issue. Subsidies granted to tobacco producers regardless of 
quality or grade were replaced by a subsidy calculated as a percentage 
of the free selling price; in contrast to the previous method, the new 
system gave an inducement for quality improvement and for increased 
cultivation of the grades for which there was a better demand. 

The reshuffling of the exchange system in October 1952, which to 
some extent simplified its structure, was of considerable significance. 
The list of imports subject to special taxes was broadened considerably, 
to include all commodities whose importation had previously depended 
on compensation import rights and also other more essential (primarily 
processed) goods. As a result of these additions, the proportion of im- 
ports subject to tax increased to approximately 35 per cent of the total, 
and to some 40 per cent of current import requirements. The tax rates 
were fixed at from 25 to 200 per cent of the exchange value of imports, 
depending on the essentiality of the commodities. At the same time, the 
system of compensation import rights was abolished, and the export 
subsidies involved in it were replaced by direct subsidies to exporters 
granted as a percentage—ranging from 15 to 50 per cent—of the ex- 
change value. 

By these changes, the more objectionable features of the exchange 
system, those associated with the compensation import rights, were re- 
moved. Even from a strictly monetary point of view, the new exchange 
system also furthered the aims of the new restrictive policy, for the 
yield of the new import taxes was estimated to exceed the amount re- 
quired to pay the new direct export subsidies. Finally, the more restric- 
tive effective rate on taxed imports permitted the Government to relax 
substantially its quantitative import restrictions. 
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Interplay of inflationary and deflationary forces 


The changes in the money supply, which from the beginning of 1952 
followed the enforcement of more restrictive monetary policies, cannot 
by themselves reveal the changes that were taking place in the interplay 
of inflationary and deflationary forces. In fact, the note circulation con- 
tinued to expand at the same rate, or even more rapidly than previ- 
ously.!? The increase was 8.6 per cent during the fiscal year 1951-52 and 

12 The total money supply, including deposit money, expanded by only 3 per 
cent in 1951-52, compared with 28.8 per cent in 1950-51; this was the result of a 
considerably sedaetd rate of increase in bank deposits, a development which 


could not, however, be ascribed to contractional policies, at least in any direct 
way. 
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94.1 per cent during the first nine months of 1952-53 (July 1952 to 
March 1953), compared with 8.3 per cent in the fiscal year 1950-51 
and 6.2 per cent in the period July 1951-March 1952. The significant 
fact, however, was the maintenance of practically the same rate of 
currency expansion even after the complete or partial abandonment of 
the disinflationary instruments which had been used before. The inter- 
play of the more important inflationary and deflationary forces in the 


TaBLE 1. Main INFLATIONARY (+) AND DEFLATIONARY (—) FORCES IN THE 
GREEK Economy, Juty 1950-Marcu 1953 


(In billions of drachmas) 





July 1950- July 1951- July 1952- 
June 1951 June 1952 March 1953 





Actual accruals of foreign aid counterpart 

| URES OF AAR Tai pee eet Ce —2,716 —2,509 —1,217 
Public investment financed by counterpart 

funds, including development loans to 


entrepreneurs....................2200. +1,473 +591 +318 
Official sales of gold sovereigns to the public 

NBs es a park cee s kee magia Sees —511 —340? _ 
Government overdrafts on the Bank of 

Greece 


Receipts and payments on Centralization 
Account (current budget operations 
owe investment effected through the 








I iispene nvdnacesstgeveusensece +953 +504 +385 
Receipts and payments on Supplies Ac- 
nce CT enn en eee —753 +1,0943 —16 
Advances (net) for the Supply of Common 
Use Commodities for the Armed Forces.. +557 +180 +271 
State Services deposits with the Bank of 
OE Eee rere +332 +166 +25 
Credit expansion to the private sector with 
Bank of Greece funds................. +1,310 —153 +13 
I aaa a Oe ean +645 —467 —221 


Other factors, mainly changes in Bank of 
Greece exchange reserves, including 
clearing, and demand deposits of banks, 
public institutions, and individuals 
with Bank of Greece.................. — 508 +623 +690 








Increase in note circulation......... 137 156 469 





1 Including counterpart funds of common use goods for the Armed Forces, 
financed by U:S. aid, but excluding transfers to the U.S. account as provided by 
the agreement between Greece and the United States. 

2Until February 1952, after which official sales of sovereigns became 
unnecessary. 

’ Owing mainly to government purchases, from domestic or foreign sources, of 
olive oil (which involved an outlay of more than 300 billion drachmas), wheat, 
sugar, rice, pulses, codfish, seed-oil, and coal. 

Source: Compiled from data in the Bulletins of the Bank of Greece and analyti- 
cal statistics on government overdrafts — by the General Accounting 
Office of the Greek Ministry of Finance (Departments I and III). 
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periods before and after the adoption of restrictive policies is illustrated 
in Table 1. 

These figures show that, after 1950-51, there was a decline in cur- 
rency withdrawals from the note circulation through sales of sovereigns 
to the public and on account of imports financed by foreign aid. These 
movements were compensated by substantially reduced government 
overdrafts for current budget operations and public investment, but 
mainly by the drastic reversal of credit policy, which stabilized or even 
somewhat reduced the volume of Bank of Greece funds available to the 
private sector of the economy. While central bank lending to the private 
sector expanded by 1,310 billion drachmas (or 54.7 per cent) in 1950-51, 
it contracted by 153 billion (or 4.1 per cent) in 1951-52, and remained 
practically unchanged during the first nine months of 1952-53. 

It was, indeed, in the sphere of credit that the policy change was felt 
most keenly. Not only was credit financed by the central bank re- 
stricted, but the lending operations of commercial banks financed by 
their own resources also became more restrictive and selective. The al- 
location of credit among its various uses was also changed in harmony 
with the ultimate aims of national economic policy. In fact, there were 
some complaints about the difficulty of getting adequate cash resources 
for working capital. 

The statistics of over-all bank credit (Table 2) suggest that the out- 
standing characteristic of the change in policy was not any drastic re- 
duction'* in the over-all volume of credit but rather its redistribution 
among the various branches of the economy. Farm credit continued to 
expand in 1952, and so did industrial credit after a fall in the first 
half of the year. On the other hand, credit to trade, particularly import 
and inland trade, was sharply decreased. This complete reversal of ear- 
lier practice was no doubt largely responsible for the liquidation of in- 
ventories. 


Effects of the new policies 


The new restrictive and stabilization policies affected the economic 
situation favorably in several ways. Between 1951 and 1952, the balance 
of payments deficit on current account was reduced from $303 million 
to $118 million, or by more than 60 per cent, while utilized foreign aid 
similarly declined from $262 million in 1951 to $101 million in 1952." 


13 Part of the over-all reduction was the result of the partial repayment of 
frozen credits to industry and trade. In June 1952, the amount of frozen credits 
was estimated at 335 billion drachmas, of which some 95 billion was repaid by 
June 1953. 

14 Based on International Monetary Fund, Balance of Payments Yearbook, 
Volume 5. 
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TasBLE 2. Totat Bank CREDIT OUTSTANDING TO AGRICULTURE AND BUSINESS 
In GREECE, JUNE 30, 1950-Marcu 31, 1954! 


(In billions of drachmas) 











Financed by Extended to 
Total Commer- 
Credit Central cial banks’ 
Out- Bank own Agricul- Miscel- 
standing funds resources ture? Industry Trade laneous 
1950 June 30 3,717 2,397 1,320 1,647 404 1,319 347 
December 31 4,560 3,149 1,411 2,008 501 1,615 436 
1951 June 30 5, 287 3,708 1,579 2,194 680 1,909 504 
December 31 5,612 3,921 1,691 2,303 849 1,896 564 
1952 June 30 5,321 3,556 1,765 2,454 718 1,568 581 
December 31 5,428 3,601 1,827 2,553 913 1,339 623 
1953 March 31 5,187 3,569 1,618 2,472 933 1,175 607 
June 30 5,211 3,599 1,612 2,355 972 1,288 596 


December 31 5,978 3,796 2,182 2,659 1,400 1,315 604 
1954 January 31 6,070 3,734 2,336 2,831 1,451 1,207 581 
February 28 6,174 3,812 2,362 2,828 1,569 1,192 585 
March 31 6,278 3,892 2.386 2,803 1,606 1,260 609 





1 The statistics do not include long-term loans to entrepreneurs, with a dollar 
clause, financed by foreign aid counterpart funds. The dollar equivalent of these 
loans amounted to $64.3 million at the end of 1951, $73.2 million at the end of 1952, 
$75.3 million at the end of 1953, and $72.5 million on March 31, 1954. 

2 Includes some credit for collection of agricultural products. Most of the cost 
of collection, however, has been financed, since mid-1951, through the Govern- 
ment’s ee Account with the Bank of Greece. 

Source: Bulletins of the Bank of Greece. 


Though there was some increase in exchange earnings, the reduction of 
the external deficit has to be explained primarily in terms of lower im- 
ports. Imports (c.i.f. values), excluding reparation deliveries, declined 
from $401 million in 1951 to $255 million in 1952, or by more than 35 
per cent. Some of the factors that made for lower imports in 1952 seemed 
to be permanent. Others, however, were transient, and to that extent 
an increase in subsequent years from the abnormally low level of 1952 
was to be expected. 

Domestic prices remained stable in 1952, or even showed a slight 
downward tendency. Price stability—which also led to wage stability— 
could be attained, despite a volume of imports considerably below that 
of previous years, because of the lower total effective demand resulting 
from the restrictive policies, the increased production of certain agri- 
cultural products, and the liquidation of private inventories prompted 
by the restrictive credit policy and by falling world prices. Changes in 
the expectations of the business community and the public at large were 
also influential. Perhaps for the first time since the war, the public no 
longer expected further inflation and, although confidence in the cur- 
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rency was not fully restored, public willingness to hold currency in- 
creased somewhat. 

The new policies also improved conditions in the internal gold market. 
The use of the gold sovereign as a means of payment declined consid- 
erably. Beginning with the third week of February 1952, the private 
supply of gold either equaled or exceeded the demand at the official 
ceiling price of 226,500 drachmas per sovereign, and this eliminated the 
need for intervention by the Bank of Greece as a seller on the market. 
By March 1953 the sovereign price fell to about 180,000 drachmas, or 
by 20 per cent. The public’s attitude toward gold was affected, at the 
same time, by two external factors. Gold prices on the world free mar- 
kets had dropped markedly, and substantial quantities of Italian manu- 
factured sovereigns had been imported which, though selling at a dis- 
count of approximately 10 per cent, could not easily be distinguished 
from genuine sovereigns. But past experience had clearly demonstrated 
that the gold market in Greece is affected, above all, by internal de- 
velopments. 

The question naturally arises whether the restrictive policy inflicted 
any damage on the economy by keeping available resources idle. The 
tapering off of foreign aid would, in any event, have affected the utiliza- 
tion of resources, but the restrictive policies themselves reflected to some 
extent the substantial curtailment of foreign aid in 1951-52 and the 
prospects for subsequent further drastic reduction. On the whole, there 
is no clear evidence that the restrictive effects of the new policy at any 
time assumed the proportions of an economic “crisis.” Both the gross 
national product and the national income in real terms in 1952 have 
been estimated at only slightly less (some 2 per cent) than in 1951,!° and 
this was chiefly a consequence of lower output of olive oil and of tobacco, 
for neither of which can the stabilization policies be held responsible. 
The year 1952 was one of cyclically low production of olive oil,!* and 
the small production of tobacco was rather a temporary result of the 
change in the subsidy system which, under the then existing marketing 
conditions, was likely to prompt tobacco farmers to abandon cultivation 
of lower grades. On the other hand, particularly from the second half 
of 1952, there was some evidence that the industrial sector was being 
affected adversely, in terms not so much of declining over-all production 
as of the termination of the previous upward trend. Textile production 
declined significantly, and this also affected the employment situation, 
although the global index of industrial production in 1952 (compiled by 
the Federation of Greek Industrialists) was no more than 1 per cent 


15 In view of the smaller import surplus, however, total available resources in 
1952 were some 5 per cent lower than in 1951. 


16 Usually, there is a relative failure of olive oil production every second year. 
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less than in 1951. Gross investment in 1952 is estimated as approxi- 
mately 27 per cent less than in 1951, the larger part of the decline being 
accounted for by stockpiling. Consumption in 1952 is estimated as about 
1 per cent less than in 1951. 

It may be concluded, therefore, that there was a moderate ‘“stabiliza- 
tion” or ‘‘cash crisis” in Greece in 1952-53, which was a result of the 
new stabilization policies. This was, however, inevitable, and indeed 
proof that the stabilization policy was really bearing fruit. The disturb- 
ances which may have been caused, and which in any case were not 
major disturbances, to economic and social life have to be weighed 


against the beneficial and permanent effects upon the economy as a 
whole. 


Devaluation of the Drachma, April 9, 1953 


Need for devaluation 


As a result of the restrictive and stabilization policies that were 
persistently applied during the preceding fifteen months, economic 
conditions in Greece appeared sufficiently stable by the spring of 1953 
to permit a further step forward. A balance between inflationary and 
deflationary forces had been attained, and inflationary pressures were 
thus effectively checked. The external deficit also had been reduced 
sharply. 

However, permanent conditions for genuine economic stability had 
not been established. Price and income discrepancies still persisted be- 
tween the various sectors of the economy to almost the same extent as 
before. The prices of many industrial and import goods were more than 
500 times the prewar prices, while the prices received by agricultural 
producers were lagging behind, at some 300 to 350 times the prewar 
prices. There also remained a wide discrepancy between internal prices 
at the official rate of exchange and world prices, which compelled the 
Government to maintain many of the exchange practices that made 
the exchange rate structure complex. 

For economic, social, and political reasons, the elimination of these 
discrepancies by a vigorous deflationary policy was practically impos- 
sible. The only way to eliminate them was through an outright de- 
valuation of the currency, which had again become grossly overvalued 
in relation to other currencies. Devaluation undertaken before 1952 
might have become ineffective quickly, and indeed might have revived 
the forces of inflation. By the spring of 1953, however, the ground had 
been well prepared, and devaluation could be undertaken without great 
risks. Moreover, the risks were significantly mitigated at that time by a 
considerable abatement of international political tension and by stable 
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or falling world prices. Last, but of great importance, Greece attained a 
remarkable political stability after November 1952, which made it pos- 
sible to press measures of reform with much greater vigor than before. 
This was indeed an important prerequisite for the successful operation 
of devaluation. 

The need for exchange adjustment in Greece should be viewed in the 
light of both external and internal economic necessities and potentiali- 
ties. Obviously, the overvaluation of the drachma had been an impor- 
tant contributory factor in the large postwar balance of payments defi- 
cit. Commodities that were produced or could be produced within the 
country under conditions comparable to those of other countries were 
imported simply because foreign prices were lower. Exports could not 
move sufficiently, and this kept down production of both traditional and 
potential new export goods. It is true that the volume of exports rose 
substantially after 1950, mainly on account of higher tobacco exports to 
the Federal Republic of Germany. Since the end of the war, however, 
world tobacco consumption had greatly increased, but Greece had failed 
to expand her exports correspondingly. Satisfactory experience had been 
gained in the production of cotton, rice, and certain light industrial 
goods, mainly textiles, and their production had increased to the point 
where internal consumption requirements were covered and even some 
limited exports became possible. The technical conditions for further 
expansion of production were present, but with such a gross overvalua- 
tion of the currency and the practical impossibility of enlarging the 
scope of export subsidies, exports which could have effectively diversi- 
fied the pattern of Greek trade were not profitable and the expansion of 
production lost much of its momentum. 

In view of all these considerations, and with account taken of the 
elasticity of demand for and supply of both traditional and potential 
new exports, as well as the elasticity of demand for imports, it seemed 
likely that a well-chosen degree of devaluation would improve the for- 
eign trade position of Greece and thus strengthen her economic relations 
with the rest of the world. Equally satisfactory results could be expected 
in relation to invisibles, which have very great importance for Greece. 
The unused productive capacities of Greece and the resultant poten- 
tialities for higher production made it reasonable to expect that after 
devaluation the Greek economy would be able to decrease its foreign 
deficit and at the same time to maintain, or even eventually to increase, 
domestic consumption and investment, even though the terms of trade 
might be expected to deteriorate further as a consequence of devaluation. 

Devaluation, moreover, was a measure needed for the attainment of in- 
ternal economic equilibrium. The realignment of domestic prices to world 
prices through exchange adjustment was to be regarded as the crowning 
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step in disinflationary policy. This realignment would do much to elimi- 
nate price and income distortions, thereby removing the need for gov- 
ernment subsidies and interference in the formation of prices and pro- 
viding an incentive for a more economic distribution of the agents of 
production. Such a development would, in turn, set in motion through- 
out the economy automatic mechanisms, which would contribute to eco- 
nomic and financial equilibrium and hence to further economic growth. 


Extent of overvaluation 


Measured in terms of relative changes in purchasing power and on the 
assumption of an equilibrium position in 1938, the drachma was over- 
valued in relation to the U.S. dollar by some 33 per cent in March 1953. 
This suggested that the official exchange rate should be adjusted from 
15,000 to 22,500 drachmas per U'S. dollar. But by their very nature 
such calculations cannot be reliable, particularly when the price statis- 
tics available are inadequate. In particular, for the postwar drachma, 
the wide divergence between the movements of the prices of Greek ex- 
ports and of other prices makes it necessary to use the utmost caution 
in interpreting the results of such calculations. The dollar prices of the 
three main Greek export staples, which account for about 60 per cent of 
total exports, were estimated in 1952 to be only approximately 40 per 
cent higher than before the war, while the dollar prices of other goods 
had increased, on the average, by more than 125 per cent. This does not, 
of course, mean that the world prices of Greek exports were to be taken 
as a basis for determining the extent to which the drachma ought to be 
devalued. It was a factor, however, to be given serious consideration 
when making the decision. Since no mathematically accurate estimate 
was possible, it was probably safer to err, if at all, on the side of caution, 
by choosing a rather high percentage for exchange adjustment in prefer- 
ence to a rather low percentage. 

Some further indication of the extent of the overvaluation of the 
drachma was given by the effective exchange rates at which foreign trade 
transactions were being carried on. By the extensive use of multiple 
currency practices, the economy had already been adjusted to an effec- 
tive exchange rate considerably higher than the official rate of 15,000 
drachmas per U.S. dollar. After the introduction of exchange import 
taxes in October 1952, the average effective dollar rate for all imports 
was estimated at 17,600 drachmas, while the effective rate for taxed 
imports was 20,900 drachmas. The effective rate for certain luxury or 
semi-luxury imports—which accounted, however, for only a very small 
part of total imports—was as high as 45,000 drachmas per US. dollar. 
The average effective export rate was estimated, immediately prior to 
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the devaluation of April 1953, at 20,600 drachmas per U:S. dollar. The 
effective export rate for tobacco (representing about 45 per cent of total 
exports) was estimated at more than 21,000 drachmas per U'S. dollar, 
while for other exports it ranged from 17,250 drachmas (currants) to 
22,500 drachmas (minerals, sponges, carpets). But these effective rates 
were not to be regarded as sufficiently high for either exports or imports. 
Even after the imposition of exchange taxes on imports in the fall of 
1952, importers’ profits were probably still excessive. And the effective 
export rates failed to make either traditional or potential new export 
goods move in the desired volume. Finally, the black market exchange 
rate of the drachma (which immediately before the devaluation was 
virtually the same as the official rate) could not serve as an indicator 
of the extent of overvaluation. In fact, arbitrage operations in gold and 
hard currencies between the Greek and other free markets make the 
black market quotations for these currencies in Greece a function of the 
price of the sovereign. 

More generally, the fact that had to be borne in mind was that any 
major devaluation of the drachma, unless accompanied by new multiple 
currency practices, would be bound to raise internal prices and costs. 
Also, given the nature of Greek export staples, some further deteriora- 
tion of their relative position in world markets could not be ruled out 
as impossible; such a deterioration might well be the result either of 
general trading influences or of exchange measures taken by countries 
competing with Greece in third markets. And finally, account had to 
be taken of the existing large price discrepancies, whose limitation or 
elimination was practically dependent upon an upward price adjust- 
ment. 

In view of all these considerations, it might have been concluded that 
the extent to which the drachma should be devalued ought to be greater 
than was indicated either by current de facto exchange rates or by calcu- 
lations based on the concept of purchasing power parity. Indeed, with 
allowances for prospective internal price rises resulting from devaluation 
itself, as well as for the necessity of stimulating exports, it would follow 
that the new devalued exchange rate would exceed 25,000 drachmas per 
US. dollar. 


Devaluation and postdevaluation measures 


It was apparently on the basis of such considerations that the Greek 
Government decided to devalue the drachma by 50 per cent in relation 
to the US. dollar. Effective April 9, 1953, the official exchange rate was 
adjusted, with the concurrence of the International Monetary Fund, 
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from 15,000 to 30,000 drachmas per US. dollar.” At the same time, 
all multiple currency practices that were in effect on April 9 were 
abolished and the exchange rate structure was thus unified. 

Devaluation in itself was an inflationary factor. It increased the cost 
of imports and thus exerted an upward pressure on prices and wages. 
A similar pressure was to be expected from the increased drachma price 
of exportable goods and the higher incomes of exporters and recipients 
of invisibles. Also, the so-called secondary effect of devaluation on 
prices, viz., the impact of the adjustment of money wages and salaries, 
was to be expected. In addition to these usual devaluation-induced 
inflationary factors, it was also necessary in Greece to anticipate the 
effects of the increase in the drachma value of private gold hoards that 
would inevitably follow an exchange adjustment. The dollar price of the 
sovereign prevailing at that time made it likely that this increase would 
be no less than 70 per cent. This would mean that the value of gold 
hoards, estimated at more than 13 million sovereigns and which could 
be regarded as liquid assets, would increase by approximately 1,700 bil- 
lion drachmas. The significance of this factor may be gauged from the 
fact that immediately before the devaluation the note circulation was 
2,400 billion drachmas, and the total money supply 5,200 billion. 

These considerations suggested that, despite the marked improvement 
of both internal and balance of payments conditions by the spring of 
1953, the new rate and a unified exchange system could be maintained 
and the broader objectives of devaluation attained only if anti-infla- 
tionary policies were firmly continued. 


Transitional postdevaluation measures 


In addition to its anti-inflationary policies, the Government resorted 
immediately after the devaluation to certain transitional measures in- 
tended to protect the cost of living from the immediate impact of the 
exchange adjustment, and thus to smooth the adjustment of the economy 
to the new rate of exchange. First, it liquidated a large part of its stocks 
of essentials at prices lower than those corresponding to the new rate 
of exchange. In addition, import subsidies were granted for some ten 
essential foodstuffs and raw materials that weigh heavily on the cost of 
living. The subsidy ranged from 7,000 to 15,000 drachmas per U'S. dollar 
and therefore produced effective exchange rates of from 15,000 to 23,000 


17 As of May 1, 1954, the Greek Government eliminated the last.three zeros from 
the figures in which the values of banknotes were expressed. As a result, the U.S. 
dollar exchange rate was changed from 30,000 drachmas to 30 drachmas. All prices 
and claims expressed in terms of money were simultaneously adjusted in the same 
ratio. 





54 INTERNATIONAL MONETARY FUND STAFF PAPERS 


drachmas per US. dollar. By the end of July 1953, all these subsidies 
and the liquidation of public inventories at low prices had been dis- 
continued.'® 

Export taxes were also temporarily imposed on such commodities as 
cotton, rice, and olive oil; while these products are important for do- 
mestic consumption, markets for them can easily be found abroad. The 
taxes were originally fixed at between 1,500 and 9,000 drachmas per 
US. dollar, but subsequently, as general conditions appeared to warrant 
a change, they were reduced to between 1,500 and 5,000 drachmas per 
US. dollar, thus producing effective exchange rates ranging from 25,000 
to 28,500 drachmas per US. dollar. The goods affected by these taxes 
account for a small part of the total exports of Greece, and they had 
been exported before the devaluation at effective exchange rates which 
did not deviate far from the previous official rate. In the absence of 
special measures, their domestic prices would have risen substantially 
after April 9, 1953 and, in view of their essential character, this might 
have caused a sudden steep rise in the cost of living. A further upward 
pressure on prices might also have been exerted by the higher incomes 
associated with the new exchange rate if it had been applied to such 
exports, and the adaptations in the economy required by the devaluation 
might thereby have been made more difficult. 


Monetary and fiscal policies 


Monetary and fiscal policies continued to be quite restrictive during 
the first three months (April-June 1953) after the devaluation. Total 
bank credit was maintained at approximately the predevaluation level. 
The extraordinary nonrecurrent taxes that had been imposed shortly 
before the devaluation to balance the 1952-53 budget, combined with 
the taxation of exporters’ windfall profits consequent upon the devalua- 
tion,!® produced a small cash surplus in the current budget operations. 
The Government realized another cash surplus from the sale of public 
inventories. On the other hand, the substantial increase in official ex- 
change reserves was the most important inflationary factor. The net 
result of the interplay of deflationary and inflationary factors during 


18 A subsidy of 4,000 drachmas per U.S. dollar on imported cotton, which was 
granted early in 1954 on 2,000 tons of cotton, was later discontinued. Frozen meat 
imported on government account is still subsidized through sales to customers at 
prices below the purchasing price converted at the official rate; the cost of this 
subsidization is borne by the Government. 

19 For exports effected prior to the exchange adjustment but for which the 
surrender of exchange was to take place after April 9, 1953, the difference between 
the exchange value converted at the previous effective rate (official rate plus the 
export — and the exchange value at the new official rate was entirely taxed 
away. For exports of agricultural products that had been purchased from pro- 
ducers before the devaluation, only 50 per cent of this difference was taxed away. 
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the first three months after the devaluation was a 4 per cent decrease 
in the note circulation (Table 3). 


TaBLE 3. Main INFLATIONARY (+) AND DEFLATIONARY (-—) FORCES IN THE 
GREEK Economy, APRIL-DECEMBER 1953 


(In billions of drachmas) 





April-June July-December 
1953 1953 





Actual accruals of foreign aid counterpart funds! —140 —781 
Public investment financed by counterpart funds +208 +327 
Government overdrafts on the Bank of Greece 
Receipts and payments on Centralization Account 
(current budget operations plus investment effected 
through the budget) +82 
Receipts and payments on Supplies Account............ +7292 
Advances (net) for the Supply of Common Use Com- 
modities for the Armed Forces +49 
State Services deposits with the Bank of Greece —186 
Credit expansion to the private sector with Bank of 
Greece funds +197 
Bank of Greece’s transactions in foreign exchange, in- 
cluding clearing +927 


Total +1,344 
Other factors, mainly changes in Bank of Greece deposits 
of banks, public institutions, and individuals —169 


Increase in note circulation 1,175 





1 Including counterpart funds of common use goods for the Armed Forces, 
financed by U.S. aid, but excluding transfers to the U.S. account as provided by 
the agreement between Greece and the United States. 

2 Owing mainly to government ag oe of domestic wheat of the 1953 crop. 

Source: Compiled from data in the Bulletins of the Bank of Greece and analyti- 
cal statistics on government overdrafts provided by the General Accounting 
Office of the Greek Ministry of Finance (Departments I and III). 


The need for restrictive policies continued after June. Quite apart 
from other reasons, this was necessary since, in the months ahead, a sub- 
stantial monetary expansion was to be expected as a consequence of the 
seasonal inflationary forces that usually operate in the Greek economy 
during the fall and winter months. In view of the increases in prices and 
in economic activity, the credit expansion to agriculture and business 
during the latter pert of 1953 cannot be regarded as excessive. Between 
July and Decem!er 1953 the total volume of bank credit increased by 
767 billion drachmas, or 15 per cent, chiefly on account of credit ex- 
tended to farmers, industrialists, and exporters. This credit expansion 
involved central bank funds to the extent of 197 billion drachmas, and 
commercial banks’ own resources to the extent of 570 billion, and in- 
creased the ratio of credits financed by commercial banks’ deposits to 
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total bank credits from 31 per cent on June 30 to 37 per cent on De- 
cember 31. 

Current budget operations in the latter half of 1953 did not add sig- 
nificantly to inflationary forces. From July to December 1953, the Gov- 
ernment’s overdrafts on the Bank of Greece seemed to be less than that 
part of defense expenditures which was to be financed by foreign aid. 
Thus, it could be expected that the budget results for the fiscal year 
1953-54 would not deviate substantially from the estimates.?° In addi- 
tion, public investment during this period lagged behind the actual ac- 
cruals from foreign aid counterpart funds, which therefore operated as a 
deflationary influence. 

The comparatively large monetary expansion in the latter half of 1953 
(Table 4) is to be explained entirely in terms of two other factors. First, 


TaBLE 4. Money Suppiy 1n GrEEcE, DECEMBER 1951-Marcu 1954 


(In billions of drachmas) 





Deposit Money 





Bank of 
Greece 





1951 December 31 
1952 December 31 
1953 March 31 
June 30 
December 31 
1954 January 31 
February 28 
March 31 





Source: International Monetary Fund, International Financial Statistics. 


there was an increase in official exchange reserves, owing primarily to a 
greatly increased influx of exchange from invisibles; this element alone 


20 The 1953-54 budget appears to have taken into due account the exigencies of 
the economy. Instead of a deficit, a surplus of 300 billion drachmas ($10 million, 
or some 4 per cent of revenue) is estimated, which is planned to be used for pro- 
ductive investment. The budgeted tax revenue exceeds that realized during the 
previous fiscal year by approximately 20 per cent, a justifiable assumption in view 
of the higher level of prices and economic activity. The structure of tax revenue 
also shows an improvement. In the 1953-54 budget, direct taxes account for 20 
per cent of the ordinary tax revenue, against 17 per cent in 1952-53, and indirect 
taxes, including excise duties, for 53 per cent, against 56 per cent in 1952-53. How- 
ever, the structure of expenditures continues to be unsatisfactory. Defense out- 
lays, including internal security expenses, as well as war pensions, account for 
more than half of all current expenditures, while the rest represents chiefly pay- 
roll payments, pensions, and other administrative expenses. However, part of 
the defense expenditures, particularly the cost of the so-called ‘‘Common Use 
Items” for the Armed Forces, is financed by U.S. aid. If this is excluded, defense 
outlays, as defined above, account for some 45 per cent of all current expenditures. 
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is estimated to have involved new money issues of more than 900 billion 
drachmas. The second factor, of about the same significance, was the 
official purchase of wheat at a fixed price; this operation involved gov- 
ernment drafts on the Bank of Greece of some 1,000 billion drachmas, 
and increased the Treasury’s debt to the Bank of Greece on “supplies 
account” by approximately 700 billion drachmas. By the end of 1953, 
the note circulation was greater by 1,175 billion drachmas, or 50 per 
cent, than at the end of June, and the money supply by 2,220 billion 
drachmas, or 40 per cent. 

The nature of the factors that caused the note circulation to increase 
in the latter half of 1953 indicates that the monetary expansion was 
temporary and likely to be self-correcting. The expansion, however, 
which surpassed the increases in production and prices, may have been 
excessive, particularly in view of the fact that the effects of the devalua- 
tion had not been worked out fully at that time. Thus, it might have 
seriously impaired the ultimate effectiveness of the exchange adjustment. 
To some extent it did have an adverse effect on the domestic gold mar- 
ket. The increased purchasing power, combined with the tendency 
(which now, however, is less widespread than in the past) to convert 
savings into gold sovereigns, raised the drachma price of the sovereign 
from approximately 300,000 drachmas at the end of October 1953 to 
about 335,000 in the closing days of February 1954. At the same time, 
gold quotations in other free world markets were either fairly stable or 
were falling a little. These divergent movements resulted in the sovereign 
price in Greece being higher than elsewhere by more than one U.S. 
dollar per sovereign. It may be assumed that, as a consequence of this 
discrepancy, the demand in Greece for foreign exchange increased, with 
the result that black market premiums on hard currencies of some 6 to 
7 per cent re-emerged. 

The increase in the price of the sovereign and the re-emergence of 
black market exchange premiums did not seem to affect commodity 
prices. Yet these developments tended to affect adversely the inflow 
through official channels of invisible earnings and also to create an at- 
mosphere of speculation and nervousness. It was against this background 
that, late in February 1954, in contrast to official statements made 
after the devaluation of the drachma in April 1953, the authorities an- 
nounced that the Bank of Greece would intervene in the domestic gold 
market for the purpose of reducing the sovereign price so that it would 
correspond to its “real exchange value.’’ When this announcement was 
made the price dropped to about 310,000 drachmas, and the black mar- 
ket exchange premiums disappeared almost completely. But the Bank 
of Greece did not actually intervene in the gold market, and the lower 
sovereign price merely reflected the impact of the announced change 
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in gold policy on expectations as to the future course of sovereign quota- 
tions. Conditions in the gold market apparently were influenced also by 
the withdrawal of more than 300 billion drachmas (9 per cent) from the 
note circulation during the first two months of 1954. Thus, by the end 
of February, the note circulation was back to that of November 1953. 

It would be regrettable if the Government should have recourse again 
to the policy of intervention in the internal gold market, a policy that, 
after mid-February 1952, appeared to have lost its justification and use- 
fulness. In spite of any short-run stabilizing effects that might follow 
stabilization of the price of the sovereign through Bank of Greece inter- 
vention, such a policy might defer the establishment of genuine confi- 
dence in the paper money. That the policy change was announced can- 
not, however, mean that need for actual intervention in the gold market 
will arise. It must, indeed, be borne in mind that in such a situation it 
is the general economic policies enforced by the Government that are 
of overriding importance. If these policies are effective—as they ap- 
peared to be early in 1954— there would probably be no need for actual 
intervention in the gold market, just as adherence to anti-inflationary 
measures after February 1952 permitted the Bank of Greece to abstain 
from any gold operations and caused the sovereign price to fall substan- 
tially below the official ceiling rate. 


Effects of the Devaluation 


By the early months of. 1954, when this study was prepared, sufficient 
time had not elapsed to permit a definitive judgment of the effects of 
the devaluation of the drachma in April 1953. The experience of this 
period was sufficient, however, to justify something more than a tenta- 
tive assessment of the effects. For the most part, the analysis that fol- 
lows covers the period ended February 1954. 


Effects on prices 


Tentative calculations made prior to the devaluation?! had indicated 
that the effect on the cost of living of a devaluation of the magnitude 
that was later approved would be an increase of from 17 to 21 per cent, 
depending on the pattern of consumption. These calculations did not 
include either the effect of the prospective increase in the internal 


21 The calculations appeared in a memorandum prepared in the period from 
October 1951 to April 1952 by Miss M. Goudis of the Bank of Greece. The first 
part of the memorandum was submitted in November 1951 to the Greek Currency 
Committee by Professor X. Zolotas, a member of the Committee, and published 
after the devaluation (M. Goudis, The Readjustment of the Rate of Exchange, 
Athens, 1953). 
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prices of exportable goods or the secondary effect of the devaluation, 
i.e., the one that would result from the income adjustment. Other 
calculations indicated that the primary effect would be an increase of 
some 20 to 25 per cent, and the secondary effect an increase of about 
5 per cent, so that the total effect of the exchange adjustment on in- 
ternal prices was estimated at 25 to 30 per cent. 

All these calculations assumed that devaluation would have no 
adverse psychological effects. The expectation that the price increases 
would be moderate was based on the following considerations. Account 
had first to be taken of the extensive use, before the devaluation, of 
multiple currency practices, as a result of which the economy had 
already adjusted itself to an exchange rate considerably above the 
official rate. Approximately 60 per cent of total foreign trade transac- 
tions had been carried out at effective rates exceeding the previous 
official rate and, in certain instances, even above the new rate of the 
drachma, and importers’ profits were still excessive. Moreover, despite 
the fact that a large part of imports are of primary importance, either 
as consumers’ goods or as industrial raw materials, imports account 
for only about 20 per cent of all the goods consumed in the country. 
Finally, customs duties and other internal charges account for a large 
part of the resale prices of certain essential imports (particularly sugar) 
and, since these charges would certainly not be adjusted in exact pro- 
portion to the devaluation, the resale prices would not be affected to 
the same extent as the exchange value of the drachma. 

Actual price developments in 1953 and early 1954 were roughly in 
accord with expectations. The anti-inflationary policies, combined with 
well-timed transitional measures, ensured a smooth and orderly adjust- 
ment of the economy to the new exchange rate. Of primary significance 
in this respect were, of course, the far-reaching measures of import lib- 
eralization. Their effects were further reinforced by the prevalence of a 
buyers’ market and falling prices in world markets. In these circum- 
stances the rise of the sovereign price, consequent upon devaluation, 
from about 180,000 drachmas to more than 300,000 drachmas, had no 
effect whatever on commodity prices. 

By February 1954, retail prices and the cost of living were some 25 
per cent higher than in March 1953; and wholesale prices had risen 
approximately 30 per cent (Table 5). Indeed, by September 1953 
(when retail prices had increased by some 15 per cent and wholesale 
prices by 30 per cent) the primary effects of the devaluation had already 
appeared, for the most part, to have been realized. Price increases in 
subsequent months seem mostly to have reflected the impact of the 
seasonal factors usually operating at that time of the year. That whole- 
sale prices increased more than retail prices is explained by the structural 
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TABLE 5. Price DEVELOPMENTS IN GREECE, DECEMBER 1951-APRIL 1954 














(1938 = 1) 
Wholesale Retail 
Prices in Prices 
Athens- in Cost of Living 
Piraeus Area Athens in Athens 
Bank of To Vima Bank of FOA Mission 
Greece index index Greece index index 
1951 December 399 428 356 320 
1952 December 392 439 358 338 
1953 March 388 434 365 356 
December 502 528 434 424 
1954 February 509 546 441 436 
March 509 548 447 445 
April 511 549 454 441 





differences between the two price indices; the wholesale price index is 
more sensitive, since it includes mainly raw materials which are im- 
ported duty free or charged with low customs duties. Another, or addi- 
tional, explanation is that the unequal increases in the two indices re- 
flect the elimination of excessive retail profits and charges. 

These price movements appear to have fully reflected an average 10 
per cent cost of living allowance granted to salary and wage earners on 
July 1, 1953. After January 1954, however, as salaries and wages were 
being raised by an average of 20 to 25 per cent above the predevalua- 
tion level,” the cost of living allowance was being abolished. 

Provided that sound policies could be maintained, the effects of the 
new wage adjustment on prices were expected to be moderate. Several 
factors seemed to justify this expectation. As a result of increased pro- 
duction and imports, supply conditions improved considerably after the 
exchange adjustment. Moreover, exchange reserves also increased and 
the consumer industries still appeared to have some unused capacity. 
Therefore, goods either were available or could become available to match 
the higher demand that was to result from the adjustment of wages and 
salaries. Also, it could be expected that the effect of this adjustment on 


22 Both the cost of living allowance authorized on July 1, 1953 and the increases 
reportedly granted after January 1954 were not applicable to that part of wages 
and salaries in excess of a specified limit, some 2,500,000 drachmas a month. Thus, 
> “ge in the higher wages and salaries was proportionately smaller than that 
of the rest. 

Effective February 1954 the Government, in line with its policy of dispensing 
with direct economic controls, replaced government fixing of wages and salaries 
with the system of ‘‘collective labor agreements”’ (which had been in effect before 
the war), through which wages and salaries are agreed upon by employers and 


workers. Cases which cannot be solved by the interested parties are subject to 
government arbitration. 
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internal costs would not assume large proportions, in view of both the 
extent of the adjustment and the relation of labor cost to total cost. 
Provision for salary increases for public servants to be financed out of 
revenue had already been made in the budget, so that this adjustment 
would not by itself cause deficit financing. Finally, the period imme- 
diately ahead was one when seasonal deflationary forces might be ex- 
pected to operate, which would mitigate substantially the immediate 
effect of the wage adjustment on internal prices and costs. 


Effects on price and income distortions 


The exchange adjustment of April 9, 1953 rendered possible a sub- 
stantial reduction in the scope of price supports for agricultural products, 
which had been severely hit by the previous overvaluation of the cur- 
rency, and permitted to a large degree the restoration in this field of the 
free market price mechanism. Simultaneously with the devaluation, the 
administratively set system under which tobacco prices had been formed 
since the end of the war was abolished; and thereafter the Government 
limited practically to wheat alone the policy of supporting farm prices 
by purchases at a fixed price. Although the price of wheat in 1953 was 
fixed some 15 per cent above the price in the previous year, it was— 
when converted at the new exchange rate—at, or only slightly above, 
the world market price. In view of the importance of wheat for do- 
mestic consumption, strong economic and balance of payments consid- 
erations could be adduced in justification of the support policy. (In any 
case, the protection given to wheat prices in 1953 was substantially less 
than had been customary in the past, particularly in the interwar pe- 
riod.) Since the devaluation, the policies being pursued for the support 
of prices received by producers of other farm products apparently do 
not deviate substantially from normal bank financing. They are carried 
out by the Agricultural Bank and other quasi-government agencies, and 
appear not to involve subsidization or the accumulation of stocks of 
farm products financed by inflationary means. 

In the absence of appropriate price statistics, no detailed or precise 
analysis can be made of the effects of the devaluation in eliminating pre- 
devaluation price discrepancies. There can be little doubt, however, that 
the unification of the exchange system, combined as it has been with 
the removal of import restrictions and the restoration to a great extent 
of the free market mechanism, has helped to bring internal prices into 
line with world prices. In terms of calculations based on the concept of 


28 The minimum government-guaranteed price for wheat of the 1953 crop was 
fixed at 3,200 to 3,500 drachmas per oka (1 oka is equal to about 2.80 pounds), 
against 2,750 to 3,000 drachmas in the preceding year for wheat of the 1952 crop, 
depending on the size of the holding owned by the producer. ; 
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purchasing power parity, the drachma—which, in relation to the US. 
dollar, was overvalued before the devaluation by 33 per cent—was un- 
dervalued by some 5 per cent at the end of February 1954, a discrepancy 
that would almost disappear if domestic prices should increase to the 
extent anticipated. 

Within the internal price structure, there is some statistical and other 
evidence that the devaluation reduced the excessive profits per unit in 
certain lines of business. This appears to have been true in general for 
retail trade and in particular for import trade. When prewar prices are 
taken as a standard of reference, the upward movement of retail prices 
was some 12 per cent greater than the upward movement of wholesale 
prices. Differences between the movements of the two indices since 
April 1953 had reduced this discrepancy to about 7 per cent by Febrv- 
ary 1954; and to the extent that the higher level of retail prices was due 
to excessive profits, this trend means that excessive profits were being 
eliminated. An indication of the curtailment of excessive profits in im- 
port trade is the fact that from April 8, 1953 to February 1954 the price 
index for imported goods (compiled by To Vima) rose by 25.3 per cent, 
although this index supposedly includes essentials which, before the de- 
valuation, were imported at exchange rates that did not deviate far from 
the official rate. 

There is also some evidence that the prices of agricultural products 
increased more than other prices after the devaluation. The more pro- 
nounced increases were in the prices of such domestically produced and 
potentially exportable farm goods as rice, cotton, and olive oil. The 
drachma prices received by farmers for the traditional export staples 
also rose noticeably. Some statistical evidence of the greater increase 
in farm prices relative to other prices is offered by the movement of the 
To Vima indices of retail prices. Between March 1953 and February 
1954 the index of prices of agricultural and dairy products rose by 29.3 
per cent, against a 20.4 per cent increase in the index of prices of indus- 
trial articles and a 25.7 per cent rise in the global index. These move- 
ments do not, however, necessarily indicate that the discrepancy 
between the prices paid by farmers and those received by farmers—a 
discrepancy that, ever since the war, has been against the farmers—has 
narrowed. Indeed, the nature and structure of the indices are quite in- 
appropriate for any such measurement. Specifically, the index of agri- 
cultural products does not reflect the prices actually received by farmers, 
and the index of industrial goods does not include all the articles usually 
bought by farmers—especially imported fertilizers (an important cost 
element in Greek agricultural production), which before the devaluation 
were imported at the official rate. Therefore, it would not be surprising 
if the farmers’ ‘terms of trade” actually have deteriorated still further 
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since April 1953. However, because of the higher volume of production, 
the total income of farmers in 1953 was high in comparison with both 
the previous year and the prewar period.“ The farmers’ position may 
be expected to improve further as conditions permit the removal of 
export exchange taxes on agricultural products and as imported ferti- 
lizers can be replaced by domestic fertilizers. 

Though by the early months of 1954 it is not possible to present any 
definite conclusion about the effects of devaluation on the predevalua- 
tion price distortions, it seems likely that, given continued economic 
stability, these distortions may be substantially reduced in the near 
future. By this means, a redistribution of currently generated income 
in favor of those sections and groups that had been penalized by the 
past inflation might be effected. Such a development would be of great 
economic and social significance. 


Effects on production 


There are some grounds for believing that devaluation had an imme- 
diate favorable effect on production. This seems especially true for in- 
dustrial production. The index of the Federation of Greek Industrialists® 
indicates that, shortly after the exchange adjustment, industrial output 
started to increase substantially. Such output (including electric energy 
production) in December 1953 was 36.8 per cent higher than a year 
before and 67 per cent above the prewar average. Many of the industrial 
branches showed consistent gains above previous records. The increases 
in output by the chemical, woodworking, building materials, metal 
working, and metallurgical industries were particularly marked. 

During the period immediately after devaluation, when the impact 
of the exchange adjustment on prices had been felt to only a limited ex- 
tent, it should have appeared advantageous to industrialists to build up 
inventories at relatively lower costs. However, it would probably be an 
exaggeration to explain the increased industrial activity after the de- 
valuation entirely in terms of expectations of higher prices. Output was 
maintained at a relatively high rate after a large part of the effects of 
devaluation on the prices of agents of production were believed to have 
been felt already. This suggests that increased production did not merely 


*4 According to preliminary statistics on national income, net national income 
at factor cost (in constant prices) was 13 per cent greater in 1953 than in 1952. In- 
come from farming rose by 26 per cent; from manufacturing by 6 per cent; from 
wholesale and retail trade by 5 per cent; from banking by 13 per cent. The share of 
farming in total national income increased from 35 per cent to 39 per cent, while 
the share of manufacturing declined from 20 per cent to 19 per cent. 

25 The reliability of this index has been challenged from many quarters, but it 
is the only one available in this field, and is used by both government agencies 
and private economic analysts. 
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reflect the accumulation of stocks and speculative motivations, but that 
it was also a response to greater demand for industrial goods, which re- 
sulted from an expansion of economic activity and the general effects of 
the devaluation. Mineral production also was affected favorably. In 
December 1953, the index of mineral output (excluding lignite) was 85 
(1939 = 100), compared with 60 a year earlier. The impact of the de- 
valuation on the output of minerals would have been greater if world 
prices of minerals had not dropped in the meantime. Increased indus- 
trial and mineral production also caused employment to increase some- 
what, although this has shown itself less in any appreciable increase 
in the number of employed workers than in an increase in working hours. 

The commodity composition of agricultural production and the timing 
of the devaluation precluded any appreciable effects of devaluation on 
agricultural production in 1953. The impressive increase in agricultural 
output in that year has to be explained rather in terms of the productive 
investment of earlier years, which was then beginning to bear fruit. 
Another factor was that 1953 was cyclically a year in which a good olive 
oil crop was to be expected. However, devaluation could be expected to 
have favorable effects on agricultural production in 1954 and subsequent 
years, in both the traditional and potentially important export crops. 

There can be little doubt that devaluation, through its effects on price 
and income distortions, will contribute substantially to the utilization 
of unused productive capacities along lines that are most appropriate 


from the standpoint of the general interest. It may also be expected to 
help the reallocation to more economic uses of agents of production al- 
ready employed. 


Effects on balance of payments 


Mainly because most Greek exports consist, and will continue to con- 
sist in the near future, of agricultural products whose supply cannot be 
increased quickly, the full impact of the devaluation on exports may be 
expected to be felt in 1954-55 and thereafter.2* An improvement in the 
external accounts position was, however, already evident in 1953 and 
the early months of 1954. The devaluation, coupled with more favorable 
world market conditions for tobacco, contributed to the liquidation of 
most of the accumulated stocks of exportable goods (particularly to- 
bacco) and also made possible a rapid movement of exports from cur- 
rent production. Despite lower selling prices in terms of foreign curren- 
cies, exchange proceeds from exports in the period April-December 1953 
were 25 per cent higher than in the same period of 1952 ($98 million, 
compared with $78 million), which indicated a larger volume of exports 


26 This assumption takes into account the fact that the manipulation of tobacco 
for export requires a period of one year. 
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in 1953. For 1953-54 (July 1953 to June 1954), exchange proceeds from 
exports are expected to reach the equivalent of about $140 million, com- 
pared with $116 million in 1952-53. 

The new exchange rate is more restrictive on imports than the pre- 
vious effective import rate, so that a smaller import volume could have 
been expected. However, the impact of devaluation on the over-all 
level of imports has been considerably mitigated by the far-reaching im- 
port liberalization measures introduced shortly after the devaluation. As 
of April 17, 1953, most of the complicated import regulations which had 
been in effect ever since the early thirties were abolished and a liberal 
import regime was established. Though importers were still required to 
comply with certain formalities, a restrictive import license was needed 
for only about ten luxury imports. Also abolished at that time were those 
regulations which had, to a large extent, restricted the right to import 
to importers already established. This was of particular importance in 
view of the semimonopolistic situation in some sectors of Greek import 
trade. For some goods, the liberalization of imports appeared indeed to 
outstrip the restrictiveness of the new exchange rate and thus created con- 
ditions unfavorable to certain branches of industrial production. This 
prompted the Government to take corrective action through adjust- 
ments of the customs tariffs. A general adjustment of tariffs is believed 
to be under consideration. 

The net effect of these measures and countermeasures is likely to 
result in imports during the current year (1953-54) being higher than 
in the previous year. During the first postdevaluation months, exchange 
payments for imports were below those of the preceding year, but in the 
second half of the calendar year 1953 they rose above the corresponding 
period of 1952. Import liberalization, authorization to import on sup- 
pliers’ credit, and increased economic activity all combined to increase 
imports. Payments for imports for the whole fiscal year 1953-54 were 
set at the equivalent of some $250 million, compared with $230 million 
in 1952-53. In assessing the importance of the over-all increase in 
imports, account should be taken of a substantial change in their com- 
modity composition compared with 1952-53 and earlier years. Imports 
of basic foods decreased, because of increased agricultural output, 
while capital goods imports by business increased substantially.” Im- 
ports of certain luxury goods (primarily durable consumers’ goods) 
increased as the removal of quantitative restrictions permitted the 
satisfaction of accumulated demand for such goods. It should also be 
remembered that imports in 1952-53 may have been abnormally low, 

27 Capital goods imported by private individuals or firms seemed to have in- 
creased in 1953-54 to such an extent as to outstrip substantially the decline in the 


import of capital goods financed primarily by U.S. aid and reparations, under 
the government development program. 
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as a result of the restrictive policies then in effect. The maintenance of 
imports at an appropriate level, i.e., at a level compatible with the 
economy’s existing possibilities and needs, depends no doubt on the firm 
continuation of sound internal economic policies. Now that imports 
have, for the most part, been freed from direct control, the importance 
of these policies, from the standpoint of the external accounts, has been 
greatly increased. 

The impact of the devaluation on invisibles was more immediate and 
pronounced, since the previous official exchange rate had been uniformly 
applied to these transactions. For the period April-December 1953, gross 
receipts from invisibles were the equivalent of $100 million, about 50 
per cent more than in the corresponding period of 1952. Though part of 
this increase should probably be regarded as nonrecurrent, the Govern- 
ment has estimated that gross invisibles for 1953-54 will be the equiva- 
lent of about $120 million, 28 per cent more than in the preceding year, 
an expectation which seems to be justifiable. Invisible payments could 
have been expected to decrease substantially after the devaluation. In 
fact, there was no such decline; for the period April—December 1953 
they were reported at approximately $24 million, the same as the year 
before. The substantial relaxation of exchange restrictions, which has 
also permitted more liberal exchange allocations for travel, no doubt 
explains the maintenance of invisible payments at a relatively high level. 

In general, therefore, the devaluation had already affected the balance 
of payments in 1953 and early 1954. In contrast to the improvement in 
1952-53, the improvement after the devaluation was the result not of 
reduced imports but of increased exchange earnings, chiefly on account 
of invisibles. Increased exchange earnings, U.S. economic aid, and the 
commercial short-term credits which importers obtained from foreign 
suppliers together resulted, for the first time since the war, in a sub- 
stantial increase in official exchange reserves. This increase is reported 
to have been approximately 40 per cent from April 1953 to February 
1954. When the equivalent of $35.7 million in the Monetary Reserve 
Account is excluded,” the gold and exchange holdings of the Bank of 
Greece at the end of February 1954 were equivalent to approximately 
$120 million, an amount adequate to finance five to six months’ imports. 

28 The Monetary Reserve Account was instituted by the Greek-British Finan- 
cial Agreement of 1946. Originally the Account had included a total of £25 million 
designed to serve as cover for the drachma, viz., a U.K. loan of £10 million to 
Greece repayable without interest in 10 equal annual installments beginning in 
1951, and £15 million from Greek exchange reserves. The whole cover was to be 
held in a special account of the Bank of Greece at the Bank of England. By Feb- 
ruary 1954, £3 million had been repaid tothe United Kingdom, and £9,250,000 from 
the Greek contribution had been utilized by Greece. Therefore, the balance of the 
Account at the end of February 1954 represented the equivalent of $19.6 million 


(£7 million), the unrepaid part of the U.K. loan, and the equivalent of $16.1 mil- 
lion (£5,750,000), the unutilized part of the Greek contribution. 
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In the first half of the fiscal year July 1953-June 1954, the current 
account balance of payments, calculated on the basis of actual payments, 
showed a surplus of $12 million (Table 6), against a deficit of about $21 


TasLe 6. SumMMARY OF THE GREEK BALANCE OF PAYMENTS, 
JuLY 1951-DEcEMBER 1953! 


(In millions of U.S. dollars) 





uly 19S1- July 1952- 
& 1952 3. 1953 





Goods, services, and private donations 
PROOUNS LOUD oe ci ccc etacs bonds sdecstadees 112 116 
PINION GHGs iiei0.8i 0 Gers coecneardeed lecdeuiewe igen —352 —230 
Trade balance —240 —114 
Net invisibles 


Financing _ 
Foreign aid 
Reparations 


Net increase in gold, exchange, and clearing (offi- 
cial and private) holdings, including barter 
accounts 28 25 





1 Based on data for exchange receipts and payments, compiled by the FOA 
Mission in Greece (Finance and Program Division). 


million in the corresponding period a year before. These figures, however, 
are not directly comparable, for in July 1953 the timing of payments 
for imports was changed. As mentioned earlier, the prepayment of im- 
ports through the opening of confirmed credits, which as a rule had pre- 
viously been required, is no longer necessary, and importers are permit- 
ted to import on sight drafts or even (for certain specified imports) on 
time drafts. This change has to be taken into account in interpreting 
the statistics in Table 6. Imports of some $9 million were actually ef- 
fected in the period from July to December 1953, and the payment for 
these imports was, at the end of the year, still due to the foreign sup- 
pliers. In addition, the placing of import orders on a deferred payment 
basis had created commitments amounting to the equivalent of some 
$50 million. If the regulations in force prior to July 1953 had been main- 
tained, any of these commitments that could have been undertaken 
under the old regulations would have been reflected in higher payments 
in 1953-54. 

The balance of payments for the whole year 1953-54 is not expected 
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to show a surplus, as it did for the half year July-December 1953. In- 
deed, imports are tending to increase in the latter part of the fiscal year. 
Exports are seasonally low after February. Also, part of the invisible 
earnings received during the first half of the current fiscal year should 
probably be regarded as nonrecurrent. The payments deficit is ex- 
pected to be considerably less than in 1952-53, with both receipts and 
payments at a higher level. Provided that the Government is successful 
in continuing its intended anti-inflationary policies, and the harvest is 
not substantially smaller in 1954 than in the previous year, further im- 
provement can be expected after 1953-54. In the early months of 1954, 
the beneficial effects of the devaluation on the trade balance could be 
expected to continue to be felt in the future, but other developments 
were also encouraging. The West German market, which had been the 
most important prewar export outlet for Greek tobacco, was again offer- 
ing possibilities equal to, or even greater than, those before the war. 
Moreover, trade agreements between Greece and Eastern European 
countries were giving hope that other traditional export outlets would 
be reopened.” 

All these developments seem to indicate the approach to a solution of 
the short-term balance of payments problem by a return to a position 
similar to that of the thirties. They do not indicate, however, that the 
foreign exchange needed for investment can, in the near future, be pro- 
vided from Greek earnings. And it is only through investment that the 
desired change in the interdependence of the Greek economy with the 
rest of the world can be brought about. This change should involve less 
dependence on foreign sources for essentials, and also an adequate 
diversification of exports. 


Effects on the money market 


Money market conditions improved somewhat after the devaluation. 
The public appeared to have become somewhat more willing to deposit 
cash surpluses with the banks in the form of demand deposits, and com- 
mercial bank deposits increased more rapidly than the currency cir- 
culation. 

The demand for loans also declined, on the whole, as evidenced by 
the reported slight drop of free interest rates, a development that meant 
a smaller field of operations for the free money market. This was ap- 
parently the result of a reduction in the excessive profits of certain 


29 Against the prow J materialized or prospective improvements of the external 


position, account should be taken of the fact that Greece will, perhaps in the 
not-too-distant future, be burdened with some servicing of her prewar external 
debt, estimated as equivalent to about $300 million, repayable mostly in sterling 
and US. dollars. 
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branches of business. An additional explanation was the authorization 
of imports on credit, which make it possible for importers to receive 
substantial short-term commercial credits from abroad. Finally, it 
should be remembered that, following the devaluation, the liquidity of 
business increased substantially and that probably more profits were 
being reinvested in enterprises. 

To the extent that conditions on the money market really improved, 
a reduction in bank rates of interest would serve a useful purpose. It 
was likely to contribute to lower costs and prices, either directly or by 
preventing increases which, otherwise, would have followed the de- 
valuation. 

It was against this background that, as of January 1, 1954, effective 
interest rates on bank loans and advances were reduced from 16 per cent 
(12 per cent plus 4 per cent commission) to 12 per cent (10 per cent plus 
2 per cent commission) per annum. Interest rates paid by farmers, which 
had been fixed substantially below those charged on loans to business, 
were reduced by 2-2.5 percentage points. Other preferential rates were 
not changed. 

However justifiable, from a general economic point of view, the reduc- 
tion of bank interest rates may be, it may produce some financial diffi- 
f culties for the banks, whose administrative expenses have been increased 
in recent years by undue additions to their personnel. The expansion of 
the volume of banking business since the devaluation has, no doubt, 
improved their position, but it is not likely to have provided a solution 
for their basic difficulties. As long as foreign aid was forthcoming on a 
relatively large scale and internal policies were expansionist, the effect 
of high operational expenses on the financial positions of banks was 
concealed. But as far back as the closing months of 1951, there were 
indications of major financial difficulties confronting the main commer- 
cial bank, the National Bank of Greece, which at that time conducted 
more than half of the commercial banking business of Greece. These 
difficulties revealed the necessity for institutional reforms in the bank- 
ing system. As a first step toward such reforms, the Government, early 
in 1953, initiated a merger between the two most important commercial 
- banks, the National Bank of Greece and the Bank of Athens.*° 

%0 After appropriate modifications of the relevant legislation, the National 
Bank of Greece and the Bank of Athens were merged, by royal decree, into one 
institution under the name ‘‘National Bank of Greece and Athens’’ for a speci- 
fied period of 50 years. The new bank’s capital, comprising all assets and liabilities 
of the two merged banks, was fixed at 223,190 million drachmas divided into 
30,366 shares, each with a nomimal value of 7,350,000 drachmas. One share of the 


National Bank or 12.05 shares of the Bank of Athens were exchanged for one share 
of the new bank. 


Though the relative importance of the National Bank (which was both a bank 
of issue and a commercial bank until 1928, when the Bank of Greece was estab- 
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If the merger is to fulfill its immediate purpose,” it has to be imple. 
mented in such a way as to reduce the administrative expenses of the 
new bank well below the combined expenses of the two merged banks, 
This, together with other measures, some of which are of an organiza. 
tional character affecting both the new bank and other banks, would 
render the banking system more efficient and reduce the cost of bank 
services. 


Conclusion 


Developments up to the early months of 1954 were, on the whole, 
encouraging and seemed to justify the expectation that the devaluation 
of April 9, 1953 would ultimately contribute to the establishment of 
conditions of economic equilibrium, both internal and external. The ex. 
change adjustment may well prove to be a decisive, and the most im. 
portant single, step toward economic stabilization and consolidation, 
which, in turn, are the preliminary conditions for economic growth and 
development. 

These results are conditioned, however, upon the general policies that 
the Government is able to pursue in the future. The long experience of a 
disruptive inflation appears to have degraded the economy in respect of 
the proper functioning of its financial mechanism. After the war, savings 
habits became quite abnormal and any expansion of the means of pay- 
ment beyond a certain point did not lead to higher savings, but rather 
tended to increase effective demand for goods and gold. Therefore, a 
strong monetary policy that would take as a criterion not only the actual 
level of economic activity but also the extent to which normal savings 
habits have been restored is, particularly for the Greek economy, an 
absolute necessity. Only by means of such a policy can the re-emergence 
of inflationary forces be avoided. In addition, other measures—many of 





lished as a separate bank of issue) had declined after the war, it was conducting 
about 54 per cent of all commercial bank transactions during the postwar period; 
the corresponding percentage for the Bank of Athens was 23 per cent. While the 
National Bank’s gross profits were about four times those of the Bank of Athens, 
the difference between the net profits of the two institutions was insignificant, 
not exceeding about 10 per cent in the postwar period. 

31 The merger was criticized on the ground that the new institution would, in 
effect, enjoy a commercial banking monopoly, which would seriously hamper the 
enforcement of national credit policy. At present, given the relatively low level of 
commercial banks’ own resources, this danger may not be very great. But with 
the restoration of confidence and the consequent increased inflow of savings and 
cash surpluses into the banks, it is likely that the disadvantages of a monopolistic 
situation in such an important sector of economic life vould make themselves 
felt. On the other hand, it should be noted that recently enacted legislation has, 
in more ways than one, placed the new bank under government control; but while 
this may help to prevent the bank from following a course contrary to the official 
monetary policy, it might at the same time make possible undue political interfer- 
ence in the bank’s affairs. 
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them of an institutional character—would have to be enforced. Reforms 
in the fields of taxation and banking, including measures that would 
place the financing of agriculture on a sounder basis,” as well as reor- 
ganization of the administrative machinery, are steps that will have to 
be taken. Indeed, some measures of this kind are already under way. 
Further progress in this direction would no doubt help to raise the na- 
tional income, make its distribution more equitable, and complete and 
consolidate the task of economic stabilization. 

Once economic stability is ensured, economic development, upon 
which the solution of the long-term economic problems of Greece is de- 
pendent, would be greatly facilitated. Despite the relatively large 
amount of foreign aid which Greece has received since the end of the 
war, little or nothing has been accomplished so far in the sphere of eco- 
nomic development, for reasons discussed in the earlier sections of this 
paper. Although several development programs have been prepared 
since 1948, they have, in large part, remained on paper. In the spring of 
1953, the Government formulated a development program embracing 
both projects already under construction and new projects, in the con- 
fidence that the political stability then attained and the economic sta- 
bility that seemed to be in sight would permit its execution. It is esti- 
mated officially that the cost of this three- to five-year program will be 
the equivalent of about $236 million (i.e., approximately one fifth of the 
gross national product in 1953); of this, $131 million represents capital 
goods imports and the rest local currency expenses. 

While part of the cost of the program is likely to be met by U.S. aid— 
which is expected to continue on a relatively small scale during the next 
few years—the rest will have to be provided from other, noninflationary 
sources. The financing of development is thus predominantly dependent 
upon the achievement of conditions of economic equilibrium. This would 
help to develop a domestic capital market* able to make a contribution 


% The Agricultural Bank of Greece is still heavily dependent on central bank 
funds. At the end of 1953, total outstanding loans and advances to the agricultural 
sector extended through the Agricultural Bank were 2,588 billion drachmas 
(excluding government purchases of wheat), of which 2,313 billion, or 89 per cent 
was financed by the Bank of Greece. This amount represented 61 - cent of all 
the loans and advances to the private sector extended by the Bank of Greece. 

* Perhaps for the first time since the war, internal savings, voluntary and com- 
palecry, were expected to be mobilized in 1954 for public productive investment. 

hese savings were likely to be provided by the surplus of 300 billion drachmas in 
the Government’s budget and an internal voluntary loan of 300 billion drachmas. 
The loan is to be issued with a dollar clause (at the official rate) and to be open 
for subscription from June 9 to June 19, 1954. Public or semipublic institutions 
will be entitled to subscribe to the loan, but priority is to be given to private 
individuals. The loan is to carry interest at 5 per cent per annum, and additional 
amounts will be paid to bondholders in the form of lotteries. The bonds are to be 
exempt from certain taxes, and bondholders may borrow from banks up to 50 per 
cent of the nominal value of the bonds. Repayment of the loan is to be made 
within seven years beginning with July 1, 1955. 
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to productive investment, and at the same time would encourage foreign 
capital to flow to Greece“ and supplement the internal resources which, 
particularly if defense expenses remain high, are likely to be quite inade- 
quate in comparison with investment requirements. 


34 Certain steps have already been taken to ensure the financing of the foreign 
exchange expenses of the pe, program. A law has been passed, providing 
for special treatment for capital invested in Greece for purposes connected with 
the country’s economic development. In addition, the Government has concluded 
with the Federal Republic of Germany, France, and Italy preliminary agreements 
for the supply of capital goods valued at some $90 million on medium-term credit, 
Also, at the request of the Greek Government, a mission from the International 
Bank for Reconstruction and Development visited Greece in the fall of 1953. 





Selective Credit Controls in 
Underdeveloped Economies 


I. G. Patel* 


T IS often felt that credit policy in a developing economy should be 
selective. Monetary management should not merely aim at a general 
restraint or spur to economic activity; it should also try to influence 
different economic activities in different ways. A number of devices 
have accordingly been adopted in recent years, particularly in Latin 
America, to provide specific encouragement or discouragement to certain 
types of investment and expenditure.' 


Some General Considerations 


Selective credit controls are intended to encourage or discourage 
specific types of investment and expenditure by influencing the lending 
policy of banks and similar credit institutions.? In evaluating the use- 
fulness of these controls and of the different techniques for selectiveness, 
it is necessary first to define the basic objectives to be fulfilled. 

A policy of selective credit control may be adopted, for example, as 
an adjunct to a well-balanced development program. The basic problems 
in an underdeveloped country-are to achieve a high level of savings and 
investment and to ensure that the funds available for investment are 
directed to socially desirable channels. It is often contended that there 
is an institutional bias in underdeveloped countries in favor of invest- 
ment in construction and trade to the detriment of more productive 
alternatives available in industry and agriculture. The traditional regard 
for short-term “self-liquidating” loans on the part of the banks en- 
courages purely commercial activities as distinguished from production; 
and in the absence of adequate facilities for medium-term or long-term 
credit, some of the existing opportunities for increasing production are 


*Mr. Patel, Assistant Chief of the Finance Division, is presently on leave 
from the Fund, to undertake an assignment with the Ministry of Finance of the 
Government of India. He was educated at the University of Bombay, the Uni- 
versity of Cambridge, and the Harvard Graduate School, and was formerly Pro- 
fessor of Economics in the University of Baroda. 

1This paper was presented to the Fourth Meeting of Technicians of Central 
Banks of the American Continent, at New York City, May 1954. 

* Selective credit controls may be applied to banks as well as to other lenders, 
such as insurance companies and savings or mortgage banks. However, lenders 
other than banks are for the most part disregarded in this discussion. 
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wasted. Selective credit controls may also be necessary to protect the 
interests of certain ill-organized sectors of the economy, whose credit 
needs are not satisfied by existing institutions. Attempts to develop 
an economy are often accompanied by egalitarian measures, such as 
the division of large estates among small peasant proprietors, and such 
measures often create new ill-organized areas with special credit needs. 
Another justification for selective credit control as a long-term policy 
arises from the urge to diversify the economic structure. 

These considerations are undoubtedly significant in many under- 
developed countries. Nonetheless, selective credit controls have only a 
limited role to play in the process of well-balanced development. Their 
ultimate objective is to ensure that bank credit is used in accordance 
with a certain order of priorities. If these priorities do not correspond 
to the lending policy of the banks but are in conformity with the in- 
vestment preferences of borrowers, it is enough to control the banks; 
and this is a comparatively easy task. But if selective credit controls 
are intended to modify the investment decisions of borrowers, as well 
as to alter the lending policy of banks, it becomes necessary to check 
on the actual use made of bank credit. More often than not, the bias 
in favor of “undesirable” investment or expenditure is on the part of 
borrowers as well as lenders; and this situation requires something 
more than selective credit controls. 

A distinction should also be made between attempts to encourage a 
better use of existing investment opportunities and efforts to create 
new investment opportunities by suitable assistance. If production of 
certain types is to be encouraged in the interests of diversification or 
for other reasons, some assistance or protection may be necessary in the 
short run. But preferential credit arrangements can be only the first 
step in such a policy. Unless attempts are made simultaneously to 
remove the other bottlenecks in production and to divert demand, if 
necessary, to the desired lines of production, selective credit controls 
will lead only to bad debts and hidden subsidies. As a device for forcing 
the pace of development in certain lines, selective credit controls should 
not be allowed to divert attention from more basic solutions or diffi- 
culties. 

Apart from this, only some of the investment in a community is 
financed by bank credit. A large part of the investment which is self- 
financed or financed through the capital market or through private 
borrowing would be left untouched by efforts to modify the pattern of 
bank credit. What is more, the possibility of substitution between bank 
borrowing and other finance would reduce the significance of any selec- 
tive controls over banks. It is arguable that these considerations are 
not so important in underdeveloped countries, where capital markets 



















































CREDIT CONTROLS IN UNDERDEVELOPED ECONOMIES 75 


are generally nonexistent and where much reliance is placed on credit 
institutions for most short-term as well as long-term credit needs. It 
is also true that, in a developing economy, the total volume of credit is 
likely to expand in the course of time, and that monetary authorities 
have better chances of success in channeling an expansion of credit 
along the desired lines than in changing the distribution of a given 
amount of credit. Nevertheless, a large part of the investment activity 
going on at any time must remain outside the purview of selective 
credit controls. 

Selective credit control may be adopted less as a long-term objective 
than in response to some short-term difficulties, e.g., during a period of 
active inflation. It is now generally recognized that inflation creates 
balance of payments difficulties and encourages too much unproductive 
investment in inventories, luxury construction, etc. The introduction 
of selective credit controls in many Latin American countries in recent 
years has been motivated largely by the desire to minimize these ad- 
verse consequences of inflation. The reasons for adopting a policy of 
selective credit control during a period of active inflation, however, 
need careful consideration. 

It may be hoped, for example, that selective credit controls would 
enable a country to achieve a supposedly higher rate of savings and 
investment through inflation without any serious misdirection of re- 
sources or without serious balance of payments difficulties. The need for 
exercising a general restraint on credit would be obviated insofar as all 
“undesirable” credit is eliminated by selective controls over credit for 
construction, imports, inventories, etc. 

It is not necessary to discuss here the general case for or against in- 
flation as a means of financing development. Nor is it necessary to show 
why any attempt to prescribe the purposes for which bank credit could 
be used is bound to be futile as long as credit for ostensibly desirable 
purposes is available without any restraint. But even if the assumption 
is made that selective credit controls are effective in curtailing certain 
types of investment or expenditure, it does not follow that the resources 
so released will be automatically transferred to more productive uses. 
The reason for excessive investment in inventories and real estate during 
inflation may well be that such investment constitutes, in the short 
run, the major practicable channel for private enterprise. Even if other 
opportunities for additional investment are available, a period of in- 
flation with the inevitable social tension and uncertainty may not 
provide the right atmosphere for such productive investment. If this 
is the case, selective credit controls will only reduce the general level of 
expenditure and as such the pace of inflation. But if this result is ac- 
ceptable, it could be achieved more easily by straightforward or general 
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credit controls. It is difficult to see how selective credit controls can 
offer any justification for pursuing a deliberately inflationary policy. 

Alternatively, selective credit controls may be adopted to prevent 
inflation from getting out of hand. Even if it is not possible to avoid a 
certain degree of inflationary pressure, as a result of budgetary diffi- 
culties, for example, it may be desirable to prevent a secondary expan- 
sion of bank credit. This can be done by general credit controls. But if 
the inflation is very mild and if the expansion in credit is likely to be 
concentrated in certain areas, such as credit for imports, it may be 
sufficient to control credit conditions on a selective basis. In short, 
selective credit controls may serve as a useful substitute for general 
credit controls in a very mild inflation. 

Another circumstance in which selective credit controls can be par- 
ticularly useful is during the process of stabilization. After a period of 
prolonged inflation, the only way to restore confidence in the currency 
may be to bring the expansion of credit to a halt. If the measures taken 
to achieve this are very restrictive, some genuine needs for credit may 
not be met and there may be adverse repercussions on production. On 
the other hand, if some increase in credit is permitted, it may still be 
necessary to ensure that the credit is used for the right purposes. Se- 
lective exceptions to the highly restrictive general credit controls may 
be quite effective in these circumstances. 

To sum up: in considering the usefulness of selective credit controls, 
certain distinctions must be kept in mind. Are they used as long-term 
devices or as short-term expedients? If they are used as an adjunct to 
the long-term process of development, is the intention to influence the 
lending policy of banks, or to alter the investment preferences of bor- 
rowers, or to create new investment opportunities? In the short run, 
are they employed as exceptions to a tight money regime, or as a means 
of exercising a general restraint on credit, or as a way of obviating the 
need for any restraint on the over-all supply of credit? 


Techniques of Selective Credit Control 


An active use of credit policy rests on the assumption that the general 
level of effective demand, and consequently the general level of prices 
and production, can be influenced by modifying the availability and 
cost of credit. In attempting to encourage or discourage specific types 
of activity, selective credit controls assume further that the pattern of 
investment and production can be influenced by differentiating between 
the cost and availability of credit to different sectors. 

Apart from exhortations and moral suasion, selectiveness can be in- 
troduced in credit policy in two ways. The allocation of bank credit may 
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be influenced directly by stipulating the loans that can be made, the 
amounts, the rates of interest, the duration, the type that is not de- 
sirable, the amount of collateral, etc. Alternatively, if the central bank 
actively assists or controls the banking system, such assistance or con- 
trols may be exercised selectively, so as to influence indirectly the 
behavior of the banks. For example, rediscount rates or rediscount 
ceilings may be different for different types of loans; where reserve 
requirements are imposed, some selective exceptions may be made. In 
short, the cost and availability of bank credit to different sectors can 
be differentiated by direct regulation or by indirect inducements to the 
banking system in terms of the cost and availability of liquid funds. By 
and large, the direct type of selective control entails a greater administra- 
tive burden for monetary authorities. 


Selective Credit Control as a Long-Term Objective 


If the credit needs of the community are not met adequately by 
existing institutions, the government can set up new or specialized 
credit institutions. Almost all Latin American countries in recent years 
have set up such institutions to meet the special needs of agriculture or 
of new industries. Whatever the defects in the actual operation of these 
institutions, the basic idea in setting them up is undoubtedly sound. 

In the extreme case, governments can impose their own pattern on 
loans by centralizing much of the credit activity in official or semiofficial 
agencies. Such a result can be achieved in part if governmental credit 
agencies appropriate for themselves the entire growth potential in 
credit. If reserve requirements and credit ceilings make it virtually 
impossible for private banks to expand credit, there is, so to speak, a 
nationalization of banking at the margin. Many of the smaller Latin 
American countries have already moved to a position where the desire 
for selectiveness has led to an increasing concentration of credit fa- 
cilities in official entities. However, if private banks are to be assigned 
a significant role in the economy, it becomes necessary to influence 
their decisions. 

The traditional fears of private banks concerning medium-term or 
long-term loans of a productive character may be allayed by appropriate 
government guarantees or rediscount facilities. A more fruitful approach 
may be to explore the possibility of joint loans by the commercial 
banks and the state-managed development finance institutes.? Thus a 
five-year loan for the purchase of industrial machinery may be made 
jointly, with the provision that the bank’s share will be paid back in 


* See ‘Economic Development with Stability,” Staff Papers, Vol. III, No. 3 
(February 1954), pp. 356-58. 
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the first year or two and can be transferred to the development institute. 
If the commercial banks do not have the technical staff to appraise the 
soundness of new schemes, the cooperation of a government agency will 
help to create the necessary confidence. And the banks’ knowledge of 
particular customers and of their other activities will facilitate a better 
supervision of the loan. 

If it is not possible to induce banks to make productive loans on an 
adequate scale, some measure of compulsion may be used. For example, 
ceilings may be established for certain types of loans so as to encourage 
diversion of funds into desired channels. Such a policy, however, is 
hardly desirable as a long-term objective. With the general growth of 
the economy, the ceilings have to be revised from time to time; and 
insofar as all banks do not grow at the same rate, any approach through 
absolute ceilings may create some injustice. Apart from this, any cate- 
gorization of bank loans is bound to be arbitrary, to some extent. A 
loan for commercial purposes, for example, cannot be distinguished 
easily from a loan to industry for raw material requirements. The 
monetary authorities would have a burdensome administrative task of 
deciding whether particular loans conform to the classification laid 
down by law. 

Alternatively, commercial banks may be required to distribute their 
assets in a certain manner. For example, it may be obligatory for banks 
to hold at least 10 per cent of their assets in government securities. The 
government can use the proceeds of such loans for financing official 
credit institutes. But clearly, such a measure reduces rather than modi- 
fies the role of the banks. Stipulations may be made about other aspects 
of a bank’s portfolio, requiring, for example, that loans to agriculture 
and industry shall not fall below a certain proportion. Here again, the 
problem arises of establishing uniform standards for the classification 
of loans; and the consequent interference and supervision by monetary 
authorities may not be desirable as a permanent or long-term feature. 

Another technique which offers a compromise between compulsion 
and encouragement involves higher reserve requirements with specific 
exemptions. Assume that the banks keep all their cash as deposits with 
the central bank, and that a ratio of cash to deposits of 10 per cent is 
regarded as safe or necessary by the banks to meet their normal re- 
quirements. The banks, however, may be required to hold, say, 20 per 
cent of their deposits as reserves, with the provision that at least half 
of the required reserves must be kept as deposits with the central bank 
and the remainder held in the form of certain preferred assets or se- 
curities. This technique has been adopted in Mexico. 

The reason why this arrangement induces banks to change the com- 
position of their loans in favor of the preferred category is easy to see. 
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Other things being equal, the volume of their loans would be increased 
if their lending were concentrated on the preferred type of asset that 
constitutes a part of the required reserves. 

The technique under consideration has the great advantage of ad- 
ministrative simplicity. The basic reserve requirements, although high, 
need not be so high as to prevent banks from expanding their activity 
as their deposits grow; and there is no compulsion on the part of the 
banks to increase their loans in any set proportion. Consequently, the 
central bank is not required to scrutinize all the loan operations of 
banks. It merely has to ensure that the loans which it accepts as part 
of required reserves actually conform to the prescribed type. 

On the other hand, the selective impact of higher reserve require- 
ments with specific exemptions may not be as great as appears at first 
sight. When banks make loans, they need additional cash for two 
reasons. Part of the loan may be taken out in cash by the borrower; and 
the part which remains as an increment to deposits kept at that bank 
or other banks requires more cash as a normal backing or in view of 
legal requirements. In underdeveloped countries, where the ratio of 
currency to money supply is very high, the first drain on cash reserves 
is by far the more important, unless legal reserve requirements are very 
stringent. This tends to reduce the discriminatory significance of any 
provisions concerning reserve requirements. 

It is also arguable that, even if the banks are able to increase their 
loans more by concentrating on preferred types, they may not do so. 
It will be a matter of indifference to the bank whether it lends four 
units for one purpose or five units for another purpose, if it can charge 
a higher rate of interest for the first category of loan. However, such a 
discriminatory interest rate policy can be discouraged if the central 
bank prescribes maximum rates of interest for nonpreferred categories 
of loan. Apart from this, if the banks prefer to continue lending for less 
desirable purposes, their total loans will in any case be smaller, inasmuch 
as required reserves will be higher on the average. This will enable official 
credit agencies to increase their encouragement to the desired lines. 

Selectiveness may be introduced through reserve requirements in a 
number of ways. If required reserves are related to deposits, some pre- 
ferred assets may simply be deducted before calculating required re- 
serves. Alternatively, required reserves may be related to bank assets 
rather than to deposits, and different requirements may be set for differ- 
ent assets.‘ It is not necessary, however, to comment on all these varia- 
tions. 

On the whole, if selective credit controls are intended to correct a 


4 See Monetary Policy and the Management of the Public Debt (Joint Committee 
on the Economic Report, Washington, D.C., 1952), Part I, pp. 485 et seq. 
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long-term bias in the lending policy of banks, techniques adequate for 
the purpose can be devised. 


Selective Credit Control as a Short-Term Expedient 


Some of the techniques discussed above can be useful as purely short- 
term expedients. It is obvious, for example, that if a tight rein is kept 
on credit expansion by rigid credit ceilings or stringent reserve require- 
ments, the special needs of some sectors can be satisfied by selective 
exemptions. Whenever quantitative limits are placed on the total credit 
that a bank can give to any one customer (e.g., in Paraguay) or to all 
its customers, it is generally provided that these limits may be exceeded 
in specific cases, with the prior approval of the central bank. Such a 
selective approach can be effective when it is combined with highly 
restrictive general credit controls. There is no reason why the banks 
should want to flout the wishes of the central bank, and there will be 
better supervision of the end-use of credit when the few selective ex- 
emptions are scrutinized individually. 

The situation is quite different, however, when selective techniques 
are adopted in an inflationary situation, without any attempt to control 
the general expansion in credit. This can be shown easily by an examina- 
tion of some of the expedients used for the purpose. 

In most countries, the monetary authorities rely primarily on recom- 
mendations to the banks for avoiding credits for certain purposes. But 
such exhortations are not likely to be very effective even when they are 
sanctified in the form of a semilegal decree. The banks have no incentive 
to comply with such requests; and even if some of them are imbued 
with a sense of social discipline, compliance places them at a disad- 
vantage in relation to less scrupulous banks. The environment in many 
underdeveloped countries is hardly such as to sustain any concerted 
self-restraint on the part of the banks. Even if the banks respect the 
wishes of the monetary authorities, they are not able to control the 
end-use of their credit to any great extent. As long as inflation continues 
and the banks are in a liquid position, they will lend rather freely for 
ostensible purposes that are not frowned upon; and they will not be 
able to prevent the use of loans for purposes different from those in- 
tended by them. In the absence of other sanctions, selection by exhorta- 
tion is likely to produce complacency rather than results. 

The central bank may attempt to influence the banks indirectly by 
a selective rediscount policy. It may refuse to rediscount certain types 
of credit, or it may charge higher rates of interest for certain redis- 
counts. The limitations of such a policy are also obvious, however. 
Banks can rediscount eligible paper in order to extend credit in unde- 
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sirable fields. During a period of inflation, the banks need not rely 
much on central bank rediscounting for expanding credit if the central 
bank is already providing reserves, for example, by financing budget 
deficits. And even if the banks are influenced by discriminatory redis- 
count facilities, they are in no better position to control the end-use of 
their credit. 

One measure frequently adopted and which seeks to influence bank 
lending indirectly, viz., prior deposit requirements for imports, is of 
special interest. Underdeveloped countries are particularly susceptible 
to balance of payments difficulties under inflationary conditions, the 
excess demand tending mainly to increase imports. In addition, the 
constant expectation of devaluation leads to excessive stockpiling of 
imports. In order to curtail the demand for imports (or to ease the 
pressure on exchange controls), special credit requirements are often 
imposed in relation to imports. One that is frequently imposed requires 
an importer to deposit with the central bank at the time of applying 
for an import license—i.e., in advance of the purchase of foreign ex- 
change—a part of the local currency equivalent of his imports. An 
import license is generally required at the time of placing an order 
abroad, even before the goods are shipped, whereas the payment to 
the supplier and the purchase of foreign exchange for the purpose can 
in some cases be deferred until the goods are shipped or even received. 
The prior deposit requirement, therefore, creates an artificial need for 
credit on the part of the importer. The importer may be able to borrow 
the sum required from a bank; but insofar as the deposit is transferred 
to the central bank, there will be an equal decline in the reserves of the 
banking system. 

It is evident that prior deposit requirements of this kind for im- 
porters will have some anti-inflationary effect. If an artificial need for 
credit is created, and if bank reserves are reduced to the full extent of 
any increase in bank credit to meet this need, the liquidity of the banks 
is reduced effectively. Such an indirect way of curtailing the ability of 
the banks to expand credit has the great advantage of administrative 
simplicity. 

It is not clear, however, that the restrictive effect will be felt primarily 
in the demand for imports. As far as the importers are concerned, the 
only unfavorable development is the increased need for borrowing in 
relation to a certain amount of imports. But the additional interest 
cost of such borrowing is likely to be only a minor deterrent in a period 
of inflation. The banks certainly have an incentive to avoid loans for 
financing prior deposit requirements for imports. Such loans tie up 
their reserves more than other loans. However, the banks are not in a 
position to decide the extent to which their loans are used for one purpose 
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rather than another. As long as part of their loans (or current deposits) 
are used for meeting prior deposit requirements for imports, the banks 
will suffer the same immobilization of reserves. It seems, therefore, that 
such deposit requirements are more useful as generally restrictive meas- 
ures than as devices for curtailing imports. 

The effects of prior deposit requirements for imports as a generally 
restrictive device are of a once-for-all character, however. The restrictive 
effect comes into operation when the requirements are introduced and 
whenever there is a subsequent increase in imports. If the banks have 
sufficient excess reserves or if such reserves are being created contin- 
uously, even the once-for-all effect will not be of much significance. 

The prior deposit requirement for imports cannot be employed in the 
absence of a system of import licensing. In such cases, banks may be 
required to keep an advance deposit with the central bank against let- 
ters of credit covering imports; and the deposit requirement may differ 
according to the type of import covered by the letters of credit. In 
principle, this device is similar to differential reserve requirements 
against different types of bank assets. If an importer cannot substitute 
for a letter of credit other means of payment, such as direct cash pay- 
ments, the requirement of a prior deposit may prove effective in cur- 
tailing the demand for undesirable imports. The banks may, as was 
argued earlier, prefer to acquire assets other than letters of credit for 
importers; and even if they do not alter their lending policy because of 
inertia or irrationality, or because they are able to charge differential 
rates of interest, some general restraint on credit will be exercised. 

It is arguable that, on the whole, it would be better if the banks did 
not modify their lending policy in response to prior deposit require- 
ments for imports, for the prior deposit requirements would then at 
least have an immediate general anti-inflationary effect. If instead the 
banks should avoid credit for imports so as to make larger loans for 
other purposes, the inflationary pressures would be increased, and it 
would become even more difficult to avoid balance of payments diffi- 
culties at a later stage. In short, it may be advisable to treat prior de- 
posit requirements for imports as a useful means of curbing inflationary 
pressures in general rather than as a device for curbing the demand for 
imports in particular. If this view is correct, their desirability would 
depend on a comparison with the probable effects of straightforward 
reserve requirements. 

Another approach to selectiveness during an inflation, which de- 
serves some attention, is margin requirements for certain types of col- 
lateral. Banks generally require some collateral against their loans, 
which in underdeveloped countries often consists of inventories, real 
estate, land, gold, or foreign exchange—i.e., precisely the type of asset 
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whose accumulation needs to be discouraged. The monetary authorities 
may require that loans secured against certain types of collateral shall 
not exceed a certain proportion (say, 80 per cent) of the value of such 
collateral. In the extreme case, some types of asset, such as gold, may 
be declared ineligible as collateral. 

Such a provision poses an obvious problem of enforcement. The valua- 
tion of real estate or land must remain arbitrary to some extent, and 
any overvaluation would tend to nullify the effect of margin require- 
ments. Again, such requirements are not selective enough. If inventories 
in general are excessive, some inventories are nonetheless essential. For 
small merchants and producers without other assets, inventories may 
be the only collateral available (or acceptable to the banks), and they 
would have a legitimate grievance if inventories were ruled out as 
collateral. In theory, this difficulty can be overcome by selective ex- 
emptions for small borrowers. But this may defeat the purpose as far 
as large borrowers are concerned. The banks would be less reluctant to 
increase their unsecured loans to big borrowers, especially when they 
know that their loans against inventories or real estate are oversecured. 
In order to be effective, margin requirements for collateral require that 
the banks should not increase the proportion of unsecured loans beyond 
a point, and that the substitution between different types of collateral 
by borrowers can be made only to a limited extent. 

Even when margin requirements for certain types of collateral are 
an effective deterrent to credit expansion, the question still remains 
whether their usefulness lies primarily in their generally restrictive 
effect or in the selective character of the restraint exercised by them. 
Insofar as the amount of credit tends to be related to the amount of 
collateral, margin requirements of this kind act essentially like reserve 
requirements. By reducing the base for bank borrowing, so to speak, 
they act as a general deterrent to the expansion of bank credit. Faced 
with the prospect of smaller accommodation from banks, borrowers 
would curtail their expenditure. But it does not follow that the reduc- 
tion in expenditure would fall entirely or primarily on inventories or 
luxury construction. It is arguable that investment in inventories or 
luxury construction would become relatively less attractive insofar as 
their usefulness as collateral is diminished. But apart from this con- 
sideration, margin requirements would achieve little more than straight- 
forward credit restraints, such as credit ceilings and reserve requirements, 
which are easier to administer. 

These comments on margin requirements are made, having in mind 
particularly the possibility of excessive “new” investment in certain 
lines. During an inflation, bank credit is used also to create a speculative 
boom in the market for existing assets, such as land, houses, ete.—with 
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these assets themselves serving as collateral for the credit. That high 
margin requirements may serve a useful purpose in curbing such specu- 


lation has been shown by the experience of the United States in con- 
nection with securities. 


Summary 


All these considerations show that any attempt to generalize about 
the effectiveness or desirability of selective credit controls is bound to 
be misleading. They are adopted for a variety of reasons and under 
different sets of circumstances. They may be adopted during a period 
of active inflation in the hope of minimizing the distortions introduced 
by inflation into the pattern of investment. Alternatively, if a tight 
money policy is pursued to bring inflation to a halt, it may be felt de- 
sirable to protect certain forms of investment from the generally re- 
strictive trend. These cases should be distinguished from selective credit 
controls applied in an environment of monetary stability in response to 
certain long-term objectives or structural needs. 

If selective credit controls are applied in the hope that there can be 
inflation, and the supposedly higher level of investment resulting there- 
from, without any misdirection of resources, they are likely to prove 
disappointing. On the other hand, they can be quite useful as temporary 
correctives during a determined effort at stabilization or as long-term 
devices to aid the process of well-balanced development. The techniques 
for introducing selectiveness on a long-term basis would, of course, 
differ from those suitable as short-term expedients. 

In some cases, selective credit controls may be adopted as an economi- 
cal way of influencing the general level of demand rather than as a means 
of influencing certain types of demand. If fluctuations in effective de- 
mand are concentrated in certain sensitive areas, and if these areas are 
particularly susceptible to changes in credit conditions, a decisive in- 
fluence on aggregate demand may be exercised by controlling credit 
conditions in a few strategic fields only. This is in part the rationale of 
the control of durable consumer goods and housing credit in the United 
States. It is arguable that some of the techniques adopted recently in 
Latin America for influencing particular types of demand are, in fact, 
more useful for exercising a general restraint on credit. In judging the 
usefulness of selective credit controls, this aspect of the problem should 
also be borne in mind. 





Recent Latin American Experience with 
Bilateral Trade and Payments 
Agreements 


Johan H. C. de Looper* 


N THE PERIOD between World Wars I and II, Latin America had 

a consistent export surplus in its balance of payments with Europe, 
which was approximately offset by a deficit on invisible account result- 
ing mainly from European shipping and investment earnings.! At the 
same time, there was a Latin American import surplus and a deficit on 
invisible account with the United States. The usefulness of this over-all 
picture is very limited, however, since the positions of individual Latin 
American countries varied widely. The southern countries of South 
America traditionally had very large export surpluses with Europe, 
and import surpluses with the United States, the former financing the 
latter; while in many of the other Latin American countries, export 
surpluses with the United States were accompanied by import sur- 
pluses with Europe. After World War II, the countries in the first 
group were anxious to regain their export markets in Europe, where, 
however, most countries were short of dollars. They therefore entered 
into a number of bilateral payments agreements under which payments 
in convertible currencies occur only in exceptional circumstances, viz., 
when swing ceilings have been exceeded. Since this elimination of the 
need to pay for imports in convertible exchange leads to discriminatory 
import licensing in favor of countries with which payments agreements 
are in force, other Latiri American countries also signed a number of 


* Mr. de Looper, economist in the Trade and Payments Division, is a graduate 
of the Rotterdam School of Economics. He was formerly on the staff of the Di- 
rectorate-General for Foreign Economic Relations, The Hague, and has served 
in Buenos Aires and Rio de Janeiro as Secretary of the Netherlands Commercial 
and Financial Mission to Latin America. He is the author of An Appraisal of Trade 
and Payments Agreements Between Latin America and Europe, a paper submitted 
to = — of the Economic Commission for Latin America at Mexico, D.F., 
in : 

1This paper was presented to the Fourth Meeting of Technicians of Central 
Banks of the American Continent, held in Washington, D.C., May 1954. It was 
prepared before the changes in the exchange control systems of the United King- 
dom and the Federal Republic of Germany, announced late in March 1954. 

For an earlier study on Latin American payments relations, see Fernando A. 
Vera, “A Note on Payments Relations Between Latin American and EPU Coun- 
tries,’? Staff Papers, Vol. I, No. 3 (April 1951), pp. 465-70. 
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such agreements after the initial pattern had been established by the 
end of 1947. European countries tended to discriminate against any 
Latin American country that did not enter into a payments agreement, 
particularly with regard to commodities which the latter was able to 
obtain from its dependent or associated territories without creating 
financing problems. 

European countries were prepared to enter into payments agreements 
with Latin American countries mainly for two reasons: (1) to be able to 
purchase for inconvertible currency commodities for which they had 
been paying dollars, and (2) to facilitate their exports to agreement 
partners. These two reasons correspond to the two main purposes of 
bilateral payments agreements. One is the simple purpose of alleviating 
an existing dollar problem. The other is the more complex purpose of 
creating a basis for commercial policy of a type that, in a world of in- 
convertibility and discrimination, is much more powerful than action 
on customs tariffs. For countries trading with each other in convertible 
currencies there normally is no relationship between the over-all ex- 
change of goods in each direction. Such a relationship is established 
immediately, however, by the signing of a payments agreement by two 
countries with inconvertible currencies—each of which knows that the 
partner country will try to avoid making, in convertible exchange, the 
settlements that are required when the swing credit has been exhausted, 
and also will attempt normally to reduce inconvertible claims as quickly 
and as much as possible. 

The number of Latin American payments agreements with countries 
inside and outside the Western Hemisphere is now larger than the num- 
ber of clearing agreements before World War II. While some of the latter 
were used. mainly for commercial policy purposes, others served pri- 
marily to safeguard the financial interests of European investors. 
Hence the significance of those agreements in a convertible environment, 
where clearing agreements were exceptional instruments of exchange 
policy, was different from that of the postwar payments agreements. 

Many payments agreements have been supplemented by trade agree- 
ments containing reciprocal import and export licensing commitments 
in the form of value and/or volume quotas of listed commodities. These 
trade agreements are intended to procure scarce import commodities, 
to secure outlets for exports, the disposal of which might otherwise be 
difficult, and generally to influence the volume of current payments 
falling due each way in such a manner as to ensure the smooth func- 
tioning of the payments agreements, thus avoiding the need for dollar 
settlements in the event of the swing ceiling being exceeded, with the 
concomitant danger of a cutting back of the debtor country’s imports 
from the creditor country. Whereas the nature of trade agreements re- 
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quires frequent renegotiation, taking account of changing supply and 
demand conditions, bilateral payments agreements do not require re- 
peated revision, and they may remain in force with little or no change 
for several years. Frequently, however, a trade agreement and a pay- 
ments agreement formally constitute a single instrument. Changes in 
either agreement are then usually implemented through supplementary 
protocols to the original trade and payments agreement. 


Pattern and Types of Latin American Agreements 
Development of the pattern of agreements 


By early 1950, the twenty Latin American countries could be roughly 
divided into.three groups on the basis of the number of their payments 
agreements. The first group comprised Argentina, Brazil, Paraguay, 
and Uruguay, each of which was partner to a significant number of 
payments agreements. Since, in accordance with these agreements, 
trade was financed in inconvertible currencies, each was a non-dollar 
country to most of its main trading partners with inconvertible cur- 
rencies, although, because of the development of their bilateral ac- 
counting positions, they were in that period usually not considered 
soft currency countries by their payments agreement partners. The 
second group, consisting of Bolivia, Chile, Colombia, Ecuador, and 
Peru, had signed few payments agreements and was considered part of 
the dollar area by most of the major trading countries. However, under 
its sterling payments agreement with the United Kingdom, Peru was 
able to pay and receive sterling in trade with many non-sterling area 
countries on the basis of administrative transferability, so that in some 
respects that country was halfway between a dollar country and a pay- 
ments agreement country. Chile, similarly, financed part of its foreign 
trade in automatically transferable sterling, but required payment in 
dollars for its copper exports, and therefore remained closer to the posi- 
tion of a dollar country. The third group consisted of Mexico, Vene- 
zuela, and all the republics in Central America and in the Caribbean. 
In these countries, payments in inconvertible currencies were either 
nonexistent or negligible, and consequently they were universally con- 
sidered as part of the dollar area. This grouping was closely connected 
with the pattern of production, and hence with the pattern of foreign 
trade, the countries with either few or no payments agreements being 
those which traded mainly with the United States and Canada, while 
those with more agreements included the River Plate countries, much 
more dependent on trade with Europe, and in some respects, direct 
competitors of the United States and Canada. 

In recent years, the early pattern of agreements has changed in three 
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principal ways. First, some of the Latin American countries which to 
all or most of the rest of the world constituted part of the dollar area 
entered into a number of payments agreements, or into trade arrange- 
ments similar in some of their main effects to payments agreements, 
with certain European countries. This was done in order to overcome 
the effects of discriminatory import licensing in countries with incon- 
vertible currencies, and thus to recapture or expand markets in Europe. 
The principal pacts of this kind are those of Cuba with France, the 
Federal Republic of Germany, the United Kingdom, Italy, Austria, 
and Yugoslavia; the agreements concluded by Colombia with Austria, 
Belgium-Luxembourg, Denmark, Finland, France, the Federal Re- 
public of Germany, Italy, Spain, Sweden, and the United Kingdom; 
and a number of bilateral agreements entered into by Mexico, which 
in 1950 embarked on a policy of tightening its commercial ties with 
Europe by means of various types of agreement. There have been de- 
velopments along similar lines but of less quantitative significance in 
some of the smaller dollar countries of Latin America, such as El Sal- 
vador and Guatemala. 

The second major development was the extension of the network of 
agreements signed by the countries in the southern part of South Amer- 
ica. Argentina, Brazil, Paraguay, and Uruguay further increased the 
already significant number of their payments agreements and comple- 
mentary trade agreemerits, particularly by concluding such pacts with 
some of the smaller European trading countries. Also, while concluding 
few additional payments agreements which attempted to- cover the 
greater part of the payments relations with the partner country, Chile 
in its exchange budgeting in 1951 adopted a bilateral approach vis-a-vis 
many countries. , 

The third principal change was the termination of a number of 
agreements with some of the major trading countries of Europe. Thus, 
payments in convertible exchange were resumed between the Federal 
Republic of Germany and Mexico in 1952; the German payments 
agreement with Colombia was denounced late in 1953, but subsequently 
was temporarily extended. The Brazilian trade agreement with the 
United Kingdom which expired in 1951 has not been replaced, although 
the sterling payments agreement is still in force. The payments agree- 
ment made by the Belgian-Luxembourg Economic Union with Brazil 
had been terminated in 1948; that between BLEU and Argentina had 
been ended in 1950; and the 1946 trade agreement between the Eco- 
nomic Union and Brazil had not been renewed. When the trade and pay- 
ments arrangements between Argentina and Switzerland expired in 1951, 
payments between them continued in Swiss francs on the basis of uni- 
lateral Swiss regulations creating, for most payments, a clearing regime 
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under the supervision of the Swiss Clearing Office. In regard to the 
Mexican-German agreement, the lack of prescription of currency in 
Mexico had caused a significant proportion of imports to be effected 
outside the agreement, i.e., against payment in free U.S. dollars and at 
the lower prices which the German export bonus system for exports 
settled in convertible currencies made it possible to quote. The main 
reason for the termination of other agreements has been the serious 
differences of view with regard to Latin American import licensing and 
export pricing policies. 
_ There have also been two other developments of importance. Under 
bilateral sales agreements concluded by the semiofficial Nitrate and 
Iodine Sales Corporation, Chile has increasingly sold its nitrates against 
payment in soft currencies rather than in dollars as in the early post- 
war years. Whereas Chile in certain respects thus came closer to being 
a payments agreement partner and could even be regarded by its trad- 
ing partners as, in effect, a soft currency country, Peru moved in the 
opposite direction by reducing its acceptance of sterling from non- 
sterling area countries, as a result of which other countries have insisted 
more than before on payment in dollars for all sales to Peru. 

There are comparatively few intra-Latin American bilateral trade and 
payments agreements. Most of them cover trade and payments either 
with neighboring countries or with Argentina, and the most important 
agreements are with Argentina. Until recently, payments between 
Argentina and Chile were effected mainly in Argentine pesos under the 
terms of circulars issued by the Argentine Central Bank, which pre- 
scribed the financing in Argentine pesos of most trade with neighboring 
countries and with Peru. When an agreement aiming at economic union 
between the two countries was signed in 1953, discussions started on 
ways and means of improving the payments mechanism and thereby 
fostering reciprocal trade. These have now resulted in a bilateral pay- 
ments agreement with the U.S. dollar as the unit of account, which it 
is hoped will reduce the difficulties arising from the inability of Chile to 
apply its system of multiple buying and selling rates to the fluctuating 
rate of the Argentine peso in the Chilean banking free market. The 
Argentine-Chilean agreement is significant, also, in that it is open for 
adherence by other Latin American countries. New trade and payments 
agreements signed by Argentina with Paraguay and Ecuador are ap- 
parently considered by some as constituting a partial implementation 
of the multilateral provisions of the agreement with Chile, although in 
each case payments transactions remain on a bilateral basis. The pay- 
ments agreement with Paraguay may eliminate some exchange rate 
problems similar to those that existed between Argentina and Chile. 

The agreements concluded with Japan complete the general picture. 
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Japan is the principal agreement partner outside Latin America and 
Europe. The first Japanese agreements with Latin American countries 
were signed in 1949. Since then, their number has not increased, but 
discussions of additional agreements continue intermittently. 


Principal types of agreement 


Latin American trade and payments agreements have shown a gradual 
trend toward standardization. Most of the early payments agreements 
with European countries provided for agreement accounts in the Euro- 
pean partner’s currency. The only case of a single currency pact in 
which the Latin American partner’s currency was used for this purpose 
was the provisional payments agreement between Brazil and the Nether- 
lands, which was replaced in mid-1953 by one providing for U.S. dollar 
accounts.” Since many of the early payments agreements have continued 
in force, many Latin American payments agreement accounts are still 
in European currencies. Thus the six agreements with the United King- 
dom are so-called sterling payments agreements, under which—in 
contrast to the type called ‘monetary agreements” by the United 
Kingdom—all payments are effected in sterling. Of these agreements, 
five provide for bilateral account status under the U.K. exchange con- 
trol regulations, while that with Chile grants that country transferable 
account status.* Several other Latin American payments agreements 
are conducted in French francs, Swedish kronor, Netherlands guilders, 
etc. Most of the newer agreements, however, including all payments 
agreements with Western Germany and Japan, are based on the US. 
dollar. Thus, the usual type now is an agreement with the U:S. dollar 
as the unit of account and with obligatory invoicing in US. dollars. 
This minimizes the difficulties resulting from multiple currency systems 
and also those with regard to exchange guarantees on outstanding 
balances and the liquidation clauses applicable to balances at termina- 
tion. The trend is also toward the decentralization of payments, i.e., 
toward agreements which permit commercial banks to conduct sub- 
accounts of the central agreement account. Where such decentralization 
already exists, the number of private banks participating in the conduct 
of the agreement accounts is growing. Single-account agreements are 
predominant. 


2 Under a comprehensive trade, payments, and loan agreement, signed on 
October 30, 1946 between Argentina and Spain, the Argentine Trade Promotion 
Institute (IAPI) granted Spain a get eet, je Po credit of 350 million pesos. 
The Perén-Franco protocol of April 9, 1948 subsequently provided that, after this 
and additional peso credits had been used up, they would be supplemented by the 
creation of peseta accounts credited in Spain to IAPI. 

3 See footnote 1. 
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The transactions covered by payments agreements are mostly current 
transactions related to direct trade between the partner countries. In 
many cases, however, specific provisions on permitted types of transit 
trade are now included; and in certain cases, there are clauses defining 
the origin of goods to be considered direct exports or provisions regard- 
ing the use of certificates of origin. There has been a fairly general ten- 
dency for the swing margins to be increased, although experience of the 
way in which many agreements operated in the post-Korean boom 
caused certain European countries to attempt a downward revision in 
some cases. Clauses constituting an arrangement similar to a swing 
were inserted, however, in 1951 in the sterling payments agreement 
between the United Kingdom and Argentina. The ceiling on the swing 
in the Swedish-Argentine payments agreement was eliminated in the 
same year. Clauses intended to keep part of the direct trade between 
partners on a dollar basis are disappearing. The number of clauses 
providing for the use of Latin American shipping and insurance facili- 
ties for part of the trade between the partner countries is increasing. 
At the same time, the trade agreements have become less significant. 
Some have been dropped altogether; in others, the value or quantity 
quotas have become less detailed. Several important agreements, how- 
ever, now include provisions for participation by the partner country 
in the Latin American country’s industrialization programs through the 
supply of capital equipment under deferred payment arrangements. 

In view of the large number of countries involved, it is not surprising 
that, despite this tendency toward standardization, there is considerable 
variety in the Latin American payments agreements. One type of 
relatively minor practical importance is the agreement which provides 
for settlement at regular intervals in freely disposable U.S. dollars of 
the full accounting balance. Under the Franco-Peruvian agreement— 
although it is of a different type—dollar settlements are made by the 
debtor country almost continuously. The agreement commits Peru to 
maintain the appropriate cross rate for the French franc in the Peruvian 
certificate market. There are a few intercentral bank arrangements 
under which the central bank of a Latin American country is prepared 
to buy and sell the other country’s currency, most bilateral trade being 
conducted in that currency. Furthermore, the Japanese agreements 
with Peru and Uruguay are of the so-called “dollar cash” type, under 
. which all payments and receipts are actually made in freely disposable 
US. dollars; among Japan’s agreements, only those with Argentina and 
Brazil are of the “‘open account” type under which the US. dollar is 
no more than an accounting unit and the intergovernmental credit ele- 
ment is implemented by swing provisions. Japan has also had “dollar 
cash” payments agreements with Chile, Colombia, Mexico, and Vene- 
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zuela, all of which were concluded by SCAP in 1949 and expired when 
the Japanese Peace Treaty went into effect. Finally, some of the Latin 
American payments agreements are clearing agreements of the interwar 
type that contained no swing margin of the postwar type but provided 
for payments to exporters out of amounts in domestic currency paid 
in to the clearing office by importers in the same country, while the 
importer’s debt to the exporter was discharged at the moment he made 
his in-payment in his own currency. Such payments regimes exist 
between Cuba and Spain, and between Uruguay and Switzerland. 
Some balances under interwar Latin American clearing agreements still 
have to be cleared. 

The increasing number of payments agreements, trade agreements, 
and combined trade and payments agreements concluded by Colombia 
with European countries has already been noted. In return for pur- 
chasing commitments with regard especially to coffee and bananas, the 
European partners are permitted by those agreements to supply goods 
whose import into Colombia had previously been restricted severely 
or prohibited. Since February 15, 1952, Colombia has permitted cer- 
tain goods to be imported only from countries with which trade is 
considered approximately balanced (United States and Canada) or 
with which trade or payments agreements have been concluded. In 
May 1953, the awarding of public contracts was restricted to the same 
group of countries. After discussions witi: Switzerland, however, it was 
declared in October 1953 that this provision was no longer applicable to 
countries maintaining freedom of exchange and imports. Some of the 
agreements specify that Colombian coffee may be resold by the partner 
country to countries other than those specifically excepted—the latter 
generally being countries of the North American continent and those 
with which trade or payments agreements are in force. A Colombian 
agreement concluded in February 1954 reportedly permits Sweden to 
fulfill one half of its purchasing commitment for coffee by purchases of 
that product through London, against payment in sterling. The number 
of agreements and understandings has become so great that most of 
Colombia’s exports to Europe are probably being settled in inconverti- 
ble currencies or—where only a trade agreement has been signed and 
payments both ways continue in free dollars—offset by additional 
European exports. It has been stated officially in Colombia that the 
agreements are intended as instruments to recapture and expand mar- 
kets in Europe that had been endangered by Colombia’s status as a 
dollar country. 

Somewhat similar agreements between Cuba and various European 


4 The prohibited list was abolished by Decree No. 513 of February 19, 1954. 
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countries have had the effect of making quantities of Cuban dollar 
sugar available to European countries against payment in inconvertible 
currencies or, in the absence of a payments agreement, against ship- 
ments of additional exports settled in dollars. The main agreements 
provide that Cuba shall extend preferential tariff treatment to the 
partner country on listed goods in return for a purchase commitment 
for specified amounts of sugar and other products, particularly cigars. 
Such agreements enable the European country to cover part of its sugar 
purchases in Cuba by additional exports to Cuba, which continue to be 
settled in dollars. The multilateral most-favored-nation provisions of 
the General Agreement on Tariffs and Trade (GATT) extend these 
tariff concessions to other countries, but the items on which they are 
granted have, of course, been chosen so as to offer Cuba’s agreement 
partners the likelihood of increasing sales significantly. The main pacts 
of this type have been concluded with the United Kingdom and the 
Federal Republic of Germany. Another type of agreement concluded 
by Cuba provides for the sale to a European country of sugar, for 
which payment is made in part in that country’s currency, and which is 
to be resold entirely to third countries—with that part of the sales 
proceeds which is in inconvertible currencies being available only for 
imports by Cuba from the partner country. As in the case of Colombia, 
these arrangements attempt to improve sales prospects in Europe, 
which had been impaired by the fact that all purchases in Cuba had to 
be settled in dollars and that there was little likelihood that these pur- 
chases would induce increased exports to Cuba unless there was some 
type of bilateral arrangement. There has been a tendency for certain 
sales under such arrangements to be concluded at prices slightly higher 
than those charged to other countries. Most of the partner countries, 
however, seem to have continued granting to exports to Cuba all the 
facilities granted to sales against payment in convertible currencies. 

The so-called global compensation agreements concluded by Italy 
with a number of countries, including Peru and Colombia, are also of 
interest. Under these pacts, there is no bilateral payments agreement, 
but trade is balanced by a number of individual compensation transac- 
tions up to specified totals for specified commodities, while usually all 
payments are in free U.S. dollars. There is some similarity between these 
agreements and the Franco-Colombian trade agreement. Under that 
agreement French coffee importers are required to contact intending 
exporters to Colombia through the banking system, in order to effect 
their coffee purchases in Colombia on the basis of “combined transac- 
tions” in accordance with prescriptions given by the Ministries of 
Finance and of Economic Affairs. Under that system, also, payments 
are made in U.S. dollars via New York. 
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Customs tariffs 


The signing of trade and payments agreements in many cases has had 
a greater impact on trade between the partner countries than the cus- 
toms duties applied by each to the other’s exports. This does not imply, 
however, that the importance of action on tariff matters may be ignored. 
Eight Latin American Republics (Brazil, Chile, Cuba, the Dominican 
Republic, Haiti, Nicaragua, Peru, and Uruguay) are signatories of the 
GATT, and all but Brazil and Peru have extended the period of validity 
of their tariff concessions to July 1, 1955. Several republics have over- 
hauled more or less thoroughly their import tariffs in the postwar years, 
one of the main aims being the change-over from specific to ad valorem 
customs duties in order to adapt both the revenue and the protective 
effects of the tariffs to the general postwar rise in price levels. Latin 
American countries have also entered into a number of additional most- 
favored-nation treaties regarding customs duties and internal taxes and 
levies on imported goods, both with payments agreement partners and 
with other countries. 

In Central America, a movement toward economic integration, 
affecting tariffs and other matters, is making progress. Within the frame- 
work of this movement, Nicaragua and El Salvador in 1951 concluded 
an agreement which is referred to as a free trade treaty. It exempts some 
of their imports from each other from export and import duties as well 
as internal levies and charges. It also abolishes import and export 
restrictions on certain products entering into their mutual trade. The 
treaty states that the two countries aim ultimately to establish a customs 
union. Later in 1951, the two countries also signed a payments agree- 
ment, the use of which is not obligatory, however. The central banks 
are to sell each other colones and cérdobas up to a swing ceiling of 
US$100,000. The agreement accounts may be used only for imports 
originating in the partner country and which are listed in the annex 
to the free trade treaty. Since then, El Salvador has concluded free 
trade treaties with Guatemala and Costa Rica. Also, the Central Ameri- 
can Republics in 1952 signed an agreement regarding the unification of 
tariff nomenclature. 


General Trends in the Functioning of Agreements 


Changes in positions vis-a-vis bilateral agreement partners 


Developments affecting the functioning of the Latin American trade 
and payments agreements after the 1949 devaluations in Europe include 


5 —_— had signed a somewhat similar free trade treaty with Honduras 
in 1918. 
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the creation of the EPU, the outbreak of the Korean hostilities, the 
three successive droughts in the River Plate region, and the increasing 
availability of export goods in Europe and Japan. In this period, infla- 
tion in most of the South American countries continued, whereas in 
Europe inflationary pressures were eased significantly. Also, the 1949 
devaluations in Western Europe were fairly general, affecting 13 coun- 
tries, whereas in Latin America most countries maintained their par 
values or their basic exchange rates. Among the countries trading heavily 
with Europe, Brazil did not devalue its currency, while Argentina effected 
a partial devaluation against the U.S. dollar by a sweeping revision of 
its multiple rate system, but made no change in the rate for the basic 
exports which go mainly to Europe. Within a few days of the Argentine 
action, Uruguay made similar adjustments in its multiple rate system. 
Several Latin American countries subsequently were forced to permit 
a gradual depreciation of specific import and export rates. 

The creation of the EPU enabled member countries to buy commodi- 
ties available in Latin America more freely from each other, and par- 
ticularly from each other’s nonmetropolitan territories, or from outside 
sources which accepted sterling. After the hostilities in Korea had started, 
several Latin American countries, especially Argentina and Brazil, made 
heavy purchases abroad, including purchases from their European agree- 
ment partners. In some cases there was a significant formal relaxation 
of import and exchange restrictions; for example, in Uruguay, where in 
1950 a system of ‘“‘sworn declarations” exempted certain types of im- 
ports from the requirement of prior import permits, and in Chile, where 
a “free area’? of commodities not subject to quantitative restrictions 
was included in the exchange budget for 1951. The droughts in the River 
Plate region severely limited exportable stocks in Argentina. This had 
repercussions in other Latin American countries, mainly Brazil and 
Paraguay, both of which had to obtain wheat from the United States 
against payment in dollars, although Brazil held a large claim under its 
payments agreement with Argentina. This in turn tended to induce these 
countries to restrict their other dollar purchases more severely and there- 
fore to turn increasingly to European suppliers with whom payments 
agreements were in force. In addition to low exportable stocks, official 
pricing policies and exchange rate policies frequently prevented large 
European purchases. This was true, e.g., of Brazilian cotton, Chilean 
copper, and various products sold by the Argentine Trade Promotion 
Institute (IAPI). The increasing availability of goods for export in 
countries outside Latin America finally meant the return of a buyer’s 
market, with opportunities for Latin American countries to obtain 
more favorable terms of payment for imports from private exporters 
and large credits from foreign governments. 
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Mainly as a result of the basic developments indicated above, the 
Latin American creditor position of the early postwar years vis-a-vis 
Europe was reversed. Latin American holdings of sterling and other 
European currencies had been practically all used by mid-1951 and, 
despite increasingly long credit terms obtained on imports from several 
European countries, large commercial and financial arrears accumulated 
against many European countries, in several cases implying the Latin 
American countries’ overdrawing of the swing ceilings. The main debtors 
under payments agreements were Argentina and Brazil, while the main 
creditors were the United Kingdom, the Federal Republic of Germany, 
France, Italy, the Netherlands, Sweden, Denmark, and Finland. Trade 
agreements usually were fulfilled only in part, mainly because of the 
low level of exportable stocks referred to above, and the difficulties in 
obtaining Latin American import licenses for nonessential goods, which 
were caused in part by protective policies but were aggravated by the 
growing imbalance in payments agreement accounts. 


Increasing significance of transit trade 


Of perhaps more fundamental importance for the use, and therefore 
the functioning, of Latin America’s payments agreements was the in- 
creasing significance of transit trade, which made for more complicated 
trade and payments relations with agreement partners. In part, transit 
trade was independent of the positions developing under specific pay- 
ments agreements, but it also was used for the express purpose of chang- 
ing such bilateral positions. The European countries were anxious to 
build up their transit trade for a variety of motives. One was to increase 
the movement of goods through their ports, warehouses, and processing 
facilities, in view of the employment which resulted, and without ref- 
erence to the monetary aspects of the financial settlements involved. 
Another motive was to increase the usefulness and therefore the strength 
of their currencies by supplying third countries with an increased range 
and volume of products. Of significance in this connection is the route 
along which payment was effected rather than the route taken by the 
goods. Intermediary countries would usually insist on receiving cur- 
rencies at least as hard as those spent, but this was no hard and fast 
rule. The receipt of a specific soft currency might, e.g., be authorized 
if a relatively small outlay of dollars would result in a much larger 
accrual in the inconvertible currency, or if, in re-establishing a com- 
modity market, it was considered desirable to give countries with in- 
convertible currencies access in that market to hard currency goods. 
A third motive was to influence the composition of exchange reserves, 


e.g., by reducing excessive credits accumulated under payments agree- 
ments. ® 
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The fact that certain established trade channels run through third 
countries has in itself caused differences of opinion between some Latin 
American and some European countries. Thus significant proportions 
of Mexican and Peruvian exports to Europe are shipped via ports in 
the United States. All of the exports to such countries as Bolivia and 
Switzerland from countries other than their neighbors are shipped 
through third countries. The actual routing of exports may produce 
misleading trade statistics. Thus, part of the French exports to Cuba are 
shipped through Belgian or German ports and are recorded in Cuba as 
imports from Belgium or the Federal Republic of Germany, whereas 
French export statistics seem to count certain French iron and steel 
exports shipped to Cuba through foreign ports as exports to those 
countries rather than to Cuba. Resulting uncertainties as to the sig- 
nificance of official trade statistics have been of some importance where 
trade agreements between Latin American and European countries 
provide that there shall be a specified relationship between the partner 
countries’ purchases from each other, as, e.g., between Peru and the 
Federal Republic of Germany. In the present context, however, the use 
of the term “transit trade” will be reserved for transactions in which, 
regardless of the route along which the goods are shipped, the country 
of final consumption makes payment not to the country of origin but to 
a third, intermediary, country. 

Transit trade in Latin American products was extensive in the interwar 
years, when a substantial proportion of the sales of such products as 
cereals, wool, cotton, metals, coffee, cocoa, and tobacco was channeled 
through the various London and continental commodity markets. In 
practically all cases, such transit trade was based on the official exchange 
rates, since the currency received was largely a matter of indifference 
in a world which was substantially convertible.’ After the war there was a 
strong urge in various European countries to resume this traditional 
trade, which had resulted in large shipping, banking, and insurance 
earnings, in addition to the profits of the trade, and also to a general 
tightening of relations with the countries of origin. The Latin American 
countries entering into postwar trade and payments agreements, 
however, initially showed a distinct tendency to exclude transit trans- 
actions from settlement under the terms of payments agreements and 
from the commodity quotas included in trade agreements, usually mak- 
ing all operations of this type dependent on ad hoc approval. Neverthe- 
less, the actual treatment of transit proposals gradually became more 
liberal on the Latin American side. 


* However, direct transactions frustrated by an unbalanced clearing position 
or insufficient quotas sometimes were effected on a triangular basis at deviating 
exchange rates. 
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Meanwhile, there arose a new type of transit trade, based on hardness- 
of-currency grounds and profitable because of the price differences for 
the same or similar goods in various markets that were caused by re- 
strictive and discriminatory import licensing. The transactions referred 
to include the so-called commercial switches. In such transactions, the 
profit to be made on the sale of a hard currency commodity in a soft 
currency market where prices are inflated allows the intermediary to 
engage in a linked second transaction which results in a loss and there- 
fore cannot be undertaken independently. The unprofitable transaction 
is a sale of a soft currency commodity in a harder currency market at 
a price lower than that ruling in the country of origin plus the cost of 
shipping. Trade based on this principle may also involve compensation 
deals and outright purchases and sales of currencies at a discount or at a 
premium. Significant discrepancies between the cross rates for different 
currencies, such as are now found in Brazil and Chile, create additional 
incentives for commercial transactions which could not be consummated 
if the official exchange rates were applied between the currencies of the 
countries of origin and those of final consumption. 

“Straight” transit trade—that is, transit trade carried out without 
the assistance of exchange manipulation or broken cross rates—has 
made it possible for certain European soft currency countries to supply 
some Latin American inconvertible countries with products originating 
in other European inconvertible countries, and conversely to buy 
products from the former for resale to the latter. Part of that trade has 
been a resumption of a traditional interwar pattern, e.g., where an es- 
tablished commodity market in an intermediary country assures buyers 
of a good choice of qualities, financing facilities, and other regular 
commercial facilities. Thus, through the re-opening of the London com- 
modity markets, countries with inconvertible currencies could, against 
payment in sterling, obtain certain raw materials and foodstuffs from a 
large variety of sources, including in certain cases dollar sources. In 
such straight transit transactions, however, it has been usual to effect 
purchases and sales in currencies of equal hardness. This transit trade 
is of even wider scope if the resale of imported commodities after a 
certain degree of processing is taken into account, such as the trade in 
refined sugar by the United Kingdom and the Netherlands. Another 
part of this “straight” transit trade has been induced largely by mone- 
tary or commercial policy considerations. A European country having 
a payments agreement with a Latin American country might want to 
provide the latter with additional exchange to enable it to increase its 
imports from the former; the European partner might then buy certain 
products in excess of its immediate requirements and resell them to a 
third country. Or a European country with an extreme credit position 
vis-A-vis a Latin American payments agreement partner, which caused 
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the latter to reduce its purchases there, might channel part of its sales 
to the partner country through a European country where the Latin 
American country was buying more liberally. Payments agreement 
partners with an extreme debtor position, on the other hand, have had 
an incentive to channel their purchases through third countries in order 
to avoid the need for settling deficits in hard currency which would arise 
if the swing ceiling were overdrawn. 

European payments agreement partners have also resorted increas- 
ingly to “straight” transit trade in order to obtain at better prices goods 
that could be obtained more cheaply from the Latin American countries 
of origin via some of the latter’s other agreement partners, even if this 
has implied that the European buying countries’ bilaterai claims on 
Latin American countries were not reduced as much and as fast as they 
might have been. This has occurred, e.g., where Latin American coun- 
tries created subsidy export rates for specific products if sold in specific 
currencies only. 

Although in “straight” transit trade soft currency goods are usually 
sold for a currency at least as hard as that of the original exporting 
country, and hard currency goods only for hard currencies, it has re- 
cently become possible in certain cases to buy dollar goods on this basis. 
Thus dollar coffee, dollar cocoa, and dollar metals have become available 
in the London commodity markets against payment in soft currencies. 

As noted above, another type of transit trade which has assumed 
significant proportions is the commercial switch deal involving the re- 
sale to the dollar area of goods bought in Latin America under payments 
agreements, and correspondingly the resale of dollar goods to Latin 
America or Europe against payment in inconvertible currencies. In 
some cases, such resale has been made in the trader’s own country. 
Similar transit trade on a switch basis between Latin American pay- 
ments agreement countries and EPU countries, in both directions, has 
also occurred. One motivation for these two types of commercial switch 
has been to reduce claims on Latin American payments agreement 
partners. They can also be operated in such a way as to increase claims 
or reduce debtor positions. Finally, owing to the EPU arrangements— 
under which member countries’ accounting deficits, once their quotas 
have been exhausted, are payable 100 per cent in gold or dollars—it 
has been possible at times for European countries to buy commodities 
in dollars outside the EPU monetary area and to resell them against 
soft currencies to EPU members, even without charging the mark-ups 
normally obtained for sales of dollar commodities in soft currencies. 
Such transactions were particularly significant when undertaken tem- 
porarily by the United Kingdom in the second half of 1952. They affected 
relations between certain Latin American countries and their agreement 
partners. 
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All these forms of transit trade have implied that the direct ties be- 
tween certain Latin American countries and some of their European 
payments agreement partners have become looser. Also, countries on 
both sides have obtained easier access to competing products, particu- 
larly dollar products, through transit trade of the switch variety. A simi- 
lar effect resulted from the relaxation of restrictions on dollar imports 
into some European countries over the last three years. In addition, the 
premia charged on dollar products sold for inconvertible currencies have 
fallen significantly in that period because inconvertible countries were 
better supplied with dollar imports. 

The actual importance of these types of transit trade has varied greatly 
from country to country, from commodity to commodity, and over time. 
In a majority of cases, however, they have tended to obscure the de- 
velopments in direct trade with agreement partners. Commercial 
switches have been in part responsible for the lopsided trend in some of 
Colombia’s main payments agreement accounts. A significant proportion 
of certain partner countries’ exports has been supplied in transit by 
third countries which have received dollars for those sales, so that the 
agreement accounts have recorded mainly the partners’ purchases in 
Colombia, and very few sales. The import prices in dollars for such 
indirect purchases usually have been below those quoted for the same 
goods obtained directly from the country of origin against payment in 
the appropriate inconvertible currency. The resale of Latin American 
products to the dollar area by payments agreement partners has as- 
sumed its largest proportions in Argentina and Brazil, which have 
incurred the highest debtor balances under their agreements. As a de- 
fensive measure, many Latin American countries have introduced or 
tightened regulations regarding the production of certificates of origin 
and of consumption, and regarding the supervision of the valuation of 
imports and exports. Colombia, on July 7, 1952, prescribed payment 
through the appropriate agreement account for all imports originating 
in countries with which payments agreements were in force, even if 
those goods were imported from third countries. El Salvador, which 
lacked a regular system of prescription of currencies, has made customs 
clearance conditional on the production of documentary evidence that 
payment had been made through an appropriate account. On the other 
hand, some Latin American countries have permitted certain resales of 
their products to the dollar area by payments agreement partners paying 
in inconvertible currencies. 


Working off of excessive balances 


Since, as a rule, the Latin American countries running large deficits 
with payments agreement partners also incurred significant liabilities 
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vis-4-vis the United States and other dollar area suppliers, they were, 
in many cases, not in positions to settle in dollars their overdrafts under 
payments agreements. Hence European creditors cut back their exports, 
and a deadlock developed in many instances, with trade between each 
pair of countries decreasing markedly, and often being sustained mainly 
by barter and compensation deals or by European purchases for resale 
to third countries. 

The methods chosen to clear the agreement accounts and thus to 
reopen the channels of trade have varied considerably. Their main 
impact has been on Argentina and Brazil, the payments problems of 
other Latin American countries under their agreements being of less 
significance. The European creditor countries have tried to increase their 
purchases in those countries where they have held significant balances, 
and to reduce their sales to them. In view of the export price policies 
being pursued at times by some of the Latin American countries, com- 
mercial switch deals have been used at the same time, in some instances, 
to reduce those prices to other EPU countries and to the United States. 
Compensation deals have been resorted to in order to keep both imports 
and exports moving, and those deals usually have involved an implicit 
depreciation of Latin American export rates. Countries engaging in 
switch transactions both ways between Latin American payments agree- 
ment partners and EPU countries probably have sought to ensure that 
the amounts in Latin American currencies used up in such deals would 
exceed the corresponding receipts in such currencies. Transit sales of 
third countries’ products to Latin America at official exchange rates 
presumably have been reduced by agreement partners holding claims 
under payments agreements on those countries. 

Direct imports from Latin American partner countries have been 
facilitated by more extensive use of open general licenses and free import 
lists, and by measures intended to stimulate domestic consumption, 
such as derationing or a reduction of domestic taxation on coffee. On the 
other hand, European countries have taken various measures to re- 
strict exports to some payments agreement countries in Latin America, 
including certain measures intended simultaneously to cheapen imports 
from those countries. For example, some European countries have re- 
quired that exporters, in order to make shipments to Argentina and 
Brazil, make a payment resulting in a subsidy to importers effecting 
purchases in the same country. Also, under such systems imports and 
exports could be linked in such a way that exports to a specific partner 
country would not exceed a certain predetermined proportion of im- 
ports from that country. Other measures taken by European countries 
have included the creation of freely fluctuating spot or forward markets 
for some Latin American agreement currencies in which they have shown 
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a significant discount. Such measures have amounted, in effect, to a sub- 
sidization of imports that has been financed from the windfall profits 
obtained from exports to those countries. Several of these schemes 
proved to be of little help, however, when the Latin American countries 
drastically reduced the volume of import licenses granted for purchases 
in Europe. In a few cases, claims on Latin American countries have been 
transferred between European countries, with the consent of the debtor 
country. The types of cover granted under export credit insurance 
schemes on exports to Latin American debtors have been reduced, and 
the premia for such cover raised. In certain cases, private creditors in 
Europe have engaged in compensation deals under which they have 
obtained settlement of long-standing debts at a discount. Finally, the 
sale of payments agreement balances at a discount to residents of third 
countries against payment in harder currencies has been permitted in 
some countries of Europe. 

Measures taken on the Latin American side have included the cutting 
back of imports, and presumably of transit purchases, from European 
creditors; the creation of new export rates, such as the Argentine prefer- 
ential export rate for wool sold against payment in U.S. dollars or Argen- 
tine Account sterling; and the downward adjustment of export prices 
in the Latin American currency for sales to specific European creditors. 
Some of these measures have created new patterns in transit sales to 
Europe. In some instances, the currency of the European partner has 
been permitted to reach a premium over the U'S. dollar in the Latin 
American country’s exchange market; this was true of the German 
agreement dollar and sterling in the Chilean banking free market. 
Also, the debtor countries increasingly have permitted the creditor 
countries to purchase commodities for resale to third countries in various 
types of transit transactions. Argentina in 1953 appears to have made a 
particular effort, to a large extent by a reduction in direct imports, 
to build up sterling balances and to use the swing against Germany as 
slowly as possible. When Latin American countries have considered 
their earnings of certain payments agreement currencies excessive, they 
occasionally have permitted the sale of these currencies in free exchange 
markets against dollars. Such sales have involved especially current 
sterling earnings. The reluctance of some Latin American countries to 
hold certain currencies has been related to their dissatisfaction with the 
revaluation clauses covering balances under the payments agreements 
in question. Occasionally exporters have been required to surrender all 
export proceeds in U.S. dollars, even if this has involved the exchange of 
inconvertible receipts for dollars in a free market. 

A substantial part of the trade carried on between Latin American 
and European payments agreement partners during the last two years 
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has consisted of European exports with long delivery dates that had 
been contracted for earlier; of individual compensation deals often in- 
volving goods valued at many millions of dollars each way; and of trade 
which, in effect, was transit trade conquering the obstacles of official 
pricing policies and exchange rates. During the past year, however, 
some of the major arrears problems have been solved or have come near 
to a solution. For instance, agreements have been reached by Brazil 
with Germany and the United Kingdom. There has been agreement 
between Argentina and Italy on the use of the Italian claim for the 
support of the emigration of agricultural workers to Argentina. The 
Netherlands was negotiating in early 1954 on the renewal of the 1948 
trade and payments agreement with Argentina and discussing its claim 
on that country.’ Also, some countries, e.g., Finland and Sweden, have 
worked off, by various methods, most of their excessive claims on Latin 
American partners. Thus one basic condition for an improvement in 
trade and payments relations between Latin American countries and 
their payments agreement partners, viz., the clearing of the agreement 
accounts, would now seem to have been fulfilled in some of the major 
bilateral relationships. At the same time, the gradual adaptation of Latin 
American exchange policies and export pricing methods associated with 
world-wide changes in the commodity supply situation has increased 
the likelihood of some Latin American export prices being closer to 
world levels. Argentina has agreed to trade at “world market prices” 
with the Federal Republic of Germany and Sweden. Brazil early in 1953 
started to facilitate the sale of its ‘‘produtos gravosos” by applying sub- 
sidy export rates; and late in 1953, it permitted many foreign currencies 
to appreciate in the Brazilian exchange market by the application of an 
auction system for foreign exchange. 


Evaluation of Recent Developments 


Despite the difficulties discussed in the preceding section, the number 
of Latin American payments agreements is large and still growing. The 
agreements—particularly those for Argentina, Brazil, Uruguay, and 
Paraguay—cover most of the important trading relationships with 
countries outside the American continent (Table 1). Various countries 
outside Latin America are making further efforts to obtain imports 
from dollar countries—such as Colombia, Cuba, and the Central Ameri- 
can Republics—on a non-dollar basis, whether by means of payments 
agreements or under trading arrangements creating the likelihood of 
additional exports which are intended, in effect, to pay for the desired 


7 A new trade and payments agreement, with the U.S. dollar as the accounting 
unit, became effective on May 21, 1954. 





Sam SS Ca en Se ee ea eee ee ee ee 
-gueurs981gs OpBAy dust weemqeq 
a ur [BNuus uUBOLIOUTY UIZVT GIO ‘8z10dxe puB 87210 1 
poaiosqe oq 0} sr uorjzodoid pozeas 2 Toysie 41q ‘o#ueqoxo o[41710AU09 UI epBUI oq 0} O18 sjuoused. I@ ‘e[dtourid uy z 
: ‘ 2 ; : ‘ *pozyeUlUlis} UVeq <ABY IO polIdxe AVY S}PUSUIOZUGCIIG 4BY} 9}8OIPUI SOsoyy 
-uered UI s9z8p oY], ‘s}USWIeZuBIIG Yons Aq poxul] A[JUOSeId sol1}UNOD UVEMI0q YUOUIEZUBIIG IB[IUIIS 10 tag le lag 
-fed 1e4s0d 4819 oY} JO ZuIUBIS 9Y} Jo as0y} O18 USAIZ Soyep OY, “s90INOs [BIOWJoUN pus [BIOIYO 4I0q WO] petidurog ; 





— BNIVIGIIN, 

se5 + OOrKOTAT 

“o7 ++ sginpuoy 

ae. trees BE 

= ‘B[euloyenxy) 

“** *JOPBATSY [T 
orjqnd 

-8y UsoIUIUIOGg 

veeteee sl Bang 

BIIY BISOD 
BoLIoUly 

ulsy 19730 


B[eNZoUI A 


Phd TUE 
Pld dde TI 
PITTI tt 
PhP Edda 
BSASELE 
PTTTII dt 
Pettit 
PrP Td dd 
REGeeee 


| | 
| | 
| | 
| | 
| | 
| | 


-_ 
~~ | 





PISILIII Id 


LIBlITITIS | 


poms | ISI IT 11S | 
SISIS11 18 


BolLIOUTy YyNOg 








rer] Silt iiiisi 
seam | 21811 1818 | 


weds | QlGRaaw | [aaa 
prem! RIVIS/ Bla | 
Brqeacysoqse75 | SISVSlLLISis| 


AgyINy, | 


08 
08 
SF 
os 
i 
= 


Wapeas 
SpurpI2q30N | 
puvyeoy | 
































wop8ury poyug, | 2 | 






































se1z}UN0D) Mdq-t0ON sa1zjUN0) Nd 








1PS6T ‘OE GNOf JO Sv ‘volIuany NILVT ACISLNG SAIMLNNOD AaLoATAg anv SOIrTH#hnAdayY NvoOlUdny : 
NILVT NOGMLGG BOUOT NI SLNGANGONVAUY UVIINIG UNV ‘SLNANGDNVELY ONIUVATD SLINGNAAUDY SINAWAVG ‘[ AIAVY, 





BILATERAL TRADE AND PAYMENTS AGREEMENTS 105 


dollar commodities. The negotiation of further payments agreements or 
trade agreements with countries outside and inside Latin America is 
pending or contemplated. 


Difficulties in the functioning of agreements 


Without being acquainted with the exact purposes each partner had 
in mind in agreeing to each clause of a payments agreement, it is im- 
possible to determine how satisfactorily a payments agreement is 
functioning. But it may be said that an agreement does not function 
satisfactorily unless a high and continuous volume of trade of appropri- 
ate composition and at reasonable prices is financed under its terms— 
without significant debtor and creditor positions developing for periods 
longer than those caused by seasonal sales—and unless all other current 
payments provided for in the agreement are also continuously and 
without undue restriction permitted to be effected in each direction. 
In terms of these criteria, both the functioning of many of the Latin 
American payments agreements during the last three years and the 
implementation of complementary trade agreements, some of which 
have been permitted to expire, have been extremely unsatisfactory. The 
most important development from the viewpoint of international mone- 
tary stability has been the fairly general attempt to work off excessive 
claims on Latin American countries, involving the implicit and explicit 
breaking of cross rates. It might be said that the trade and payments 
relations of some Latin American countries with many or most of their 
payments agreement partners during the last two years had almost 
reached an impasse. There are some signs, on the other hand, that the 
worst may be past. As indicated above, the fact that certain agreement 
accounts have been cleared creates one of the essential conditions for 
satisfactory relations with trade and payments agreement partners. 
Nevertheless, it may be concluded from past experience with the Latin 
American agreements that some past and present causes of their un- 
satisfactory functioning may grow in importance, and that others may 
lie ahead, some of which may appear if convertibility is introduced for 
certain major European trading countries. 

First, there is the fact that at least three of the main European coun- 
tries—Belgium-Luxembourg, Switzerland, and the United Kingdom— 
have been reluctant thus far to become involved in complicated con- 
tractual relationships with Latin American countries, and show few 
signs of a change of attitude despite the pressure brought to bear on the 
respective governments by their export and financial interests. Also, 
the Federal Republic of Germany has informed certain Latin American 
agreement partners that the termination of its payments agreements 
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with them is preferred. From this attitude, which presumably has been 
strengthened by the improvement of the European payments position 
during the last two years, the inference may be drawn that, if difficulties 
in the operation of the agreements should arise, these countries will be 
less ready than in the past to make special concessions in order to solve 
the difficulties. Second, the growing use of transit trade based on broken 
cross rates, by providing a technique for the reduction of excessive posi- 
tions, may reduce the interest of both the Latin American and the 
European countries in facilitating the smooth functioning of bilateral 
payments agreements in such a manner as to prevent the emergence of 
such positions. Third, the reopening of commodity markets in London 
and elsewhere makes some European countries less dependent on satis- 
factory payments relations with Latin American raw material producing 
countries in order to cover basic import requirements, and may indeed 
serve to concentrate a larger proportion of Latin America’s foreign 
trade on a smaller number of European countries. Fourth, the liberaliza- 
tion of dollar imports by the Netherlands and the Federal Republic of 
Germany may, by reducing those countries’ demand for soft currency 
goods—such as Brazilian cotton and tobacco—have unfavorable effects 
on their direct trade with certain Latin American payments agreement 
partners, thus increasing the likelihood of renewed European bilateral 
surpluses arising and of transit trade and other measures being resorted 
to in order to prevent these surpluses from becoming excessive or to 
reduce them. Finally, the diminishing scope of governmental imports 
and the growing freedom of private importers in such countries as the 
United Kingdom, the Federal Republic of Germany, and the Nether- 
lands, together with the growing availability of competitive goods from 
new sources,’ will tend to reduce sales to European agreement partners 
unless there is fully competitive pricing of Latin American exports; but 
in the face of high, and often still rising, domestic costs of production, 
such competitive pricing may be difficult to attain. 


Peculiarities of trade with inconvertible currency countries 


To determine whether there is much likelihood that Latin America’s 
trade and payments agreements will operate more satisfactorily, it is 
necessary to review somewhat more closely the special characteristics 
of its trade and payments with soft currency countries outside the 
American continent. 

One basic cause of the difficulties in Latin America’s trade and pay- 
ments relations with Europe is probably the inherent discontinuity in 
the reciprocal exchange of goods, but particularly in Latin American 


8 In terms both of physical supplies and (as a result of transit trade) of price, 
even when, at the official exchange rates, these goods appear to be overpriced. 
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exports. This discontinuity, for various reasons (some of them political), 
is less marked in the European countries’ relations with their associated 
and dependent territories in Asia and Africa. Also, commercial and 
financial relations among Western European countries are very close 
and therefore of a more continuous nature. The composition of imports 
and exports between them is extremely broad and varied. Financial 
relations are well developed, the number and amount of payments each 
way being considerable on account of banking, shipping and insurance 
services, investment earnings, tourism, business travel, family remit- 
tances, etc. The volume and variety of the underlying transactions and 
the corresponding payments are very large. There is an uninterrupted 
flow of payments and, though each type may fluctuate from time to 
time, the fluctuations tend to cancel out. This is not true of trade and 
payments between any European country and any Latin American 
payments agreement partner. The Latin American country has only a 
small number of export products which the partner country is likely to 
purchase in relatively large volume, although there may be numerous 
products of which small quantities are bought. Consequently, the Euro- 
pean partner’s imports are closely dependent on the availability of 
stocks of only a few major commodities, and on the prices quoted for 
their sale abroad. Also, many major Latin American export products 
are produced seasonally, whereas the predominantly industrial character 
of the European partner’s exports makes them available at all times. 
These two facts imply a much greater likelihood of significant fluc- 
tuations in trade and in corresponding payments between any Latin 
American-European pair of partners than between any pair of European 
agreement partners. So also does the fact that raw material prices are 
subject to greater fluctuation than the prices of manufactured goods. 
A corollary of this, and of the tendency for the terms of trade of most 
Latin American countries to move uniformly vis-4-vis Europe, is that 
most Latin American countries tend to be debtors (or creditors) vis-4-vis 
most European countries at the same time, a fact that has prevented a 
standing arrangement for the clearance of Latin American balances 
among EPU countries from assuming real significance. 

The problem may be aggravated by the tendency in Latin America 
to reduce imports of manufactured consumer goods (the so-called non- 
essentials, or, from the European viewpoint, the traditional exports) to 
& minimum. This implies that a considerable and growing proportion 
of Latin American imports from European payments agreement partners 
now consists of capital goods whose delivery and payments show more 
discontinuity than those of consumer goods. Thus, the character of 
trade between Latin America and Europe implies that there is a greater 
likelihood of large fluctuations in actual movements of goods and in 
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payments for those goods than there is in intra-European trade, where 
the existence of restrictions has not prevented the resumption of a sig- 
nificant exchange of textiles, wines, radio sets, passenger automobiles, 
etc. Added to this is the fact that financial relationships are less de- 
veloped than in Western Europe, and that banking, shipping, and 
insurance transactions between a European and a Latin American 
country frequently are effected through companies related to the 
European partner; thus, when trade developments are unsatisfactory, 
the latter’s banking, shipping, and insurance business with the Latin 
American partner tends to deteriorate simultaneously. A further cause 
of discontinuities in bilateral relationships is the fact that most of a 
European country’s exports to a Latin American partner country are 
frequently effected by only three or four large firms—in recent years, 
sometimes firms that have established subsidiary manufacturing plants 
in the Latin American country. Since a considerable proportion of the 
direct trade between the partner countries is thus in the hands of a 
small number of Latin American exporters and a small number of Euro- 
pean exporters, and since, furthermore, the two not infrequently are 
united in one and the same firm, it is relatively easy for the exchange 
control authorities both on the Latin American and on the European 
side to grant import and export privileges on a quid pro quo basis, in- 
cluding a barter or compensation basis which links imports and exports 
of approximately equal essentiality or which serves to offset, and con- 
tinue in force, inappropriate prices or exchange rates. Since the criteria 
for the approval of such deals may be subject to frequent change, this 
is an unstable basis for a high level of trade. 

In addition to these inherent discontinuities in trade and payments 
relations between Latin American and European agreement partners, 
there has sometimes been a lack of coordination between the trade and 
exchange control authorities on the European side, and more frequently 
on the Latin American side. Such lack of coordination has been caused 
to some extent by long delivery dates on European capital goods. And 
even where there has been no lack of coordination, the European coun- 
tries have frequently contracted deliveries of capital equipment in- 
volving large sums and long delivery periods that cannot be altered or 
offset by the manipulation of other European exports, if the Latin 
American partner develops a serious bilateral debtor position. Under 
various payments agreements, also, European export licensing policies 
and Latin American import licensing policies apparently have not been 
adjusted sufficiently in accordance with developments in bilateral 
payments positions. These factors make it more likely that the payments 
balance may get out of hand. 

Changes in official policy are more frequent in Latin America than in 
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Europe. This is another factor making for instability in relations with 
payments agreement partners. In Latin America, changes frequently 
occur in the buying and selling rates of exchange for specific currencies 
and for specific goods; quotas and exchange rates under exchange budgets 
are likely to be revised during the year; the prescription of currency for 
sales of specific export commodities is subject to variation. Also, policies 
regarding permission to sell the Latin American partner’s products in 
transit, and to import a third country’s goods on a transit basis from 
agreement partners, are less enduring than in Europe. All of these are 
unsettling factors which affect the functioning of bilateral payments 
agreements and, even more, the functioning of bilateral trade agree- 
ments. 

A cause of instability, resulting from both general world market condi- 
tions and institutional factors in the Latin American or European partner 
countries, is the fact that some major Latin American exports have, in 
principle, been sold only in specific currencies, and that over-all supply 
and demand developments for these and competing products may affect 
the bargaining position of the producing country to the extent of chang- 
ing the prescription of currency. Thus Chilean nitrates in the early 
postwar years were sold only against payment in U.S. dollars, but now 
they can be obtained for inconvertible currencies. In addition, the 
conditions attached to the use of these soft currency earnings have 
shown a tendency to change in such a way that they must be spent 
increasingly on imports of a type which Chile considers less essential. 
Chilean copper has, ever since the war, generally been sold only for U.S. 
dollars, but Argentina and the Federal Republic of Germany have in 
recent years been permitted to obtain limited quantities on more favor- 
able terms—Argentina in exchange for cattle, and Germany against 
payment in German agreement dollars. Similarly, Brazilian coffee was 
initially to be obtained only against payment in U.S. dollars, whereas 
now it is available to all payments agreement partners under the terms 
of the relevant agreements, and to some even for certain transit sales to 
third countries. Colombia has increasingly permitted European coun- 
tries, which previously had to settle their coffee purchases in US. 
dollars, to buy coffee under payments agreements or under trade ar- 
rangements, where the coffee is in effect paid for by additional exports 
settled in dollars by Colombia. Cuban sugar usually has been sold only 
for U.S. dollars, but it also has become available to some countries, and 
in limited quantities, against payment in soft currencies. Conversely, 
Peruvian cotton could in the past be purchased in sterling by non- 
sterling, nonagreement partners, whereas now they have to settle in 
dollars. It is clear that the possibility of negotiating on the prescription 
of currency for certain Latin American countries’ major exports in itself 
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creates an element of uncertainty, the authorities on both sides being more 
inclined to put off any drastic measures regarding their bilateral trade, 
or the negotiation of new agreements, until there is greater certainty 
about the treatment of these raw materials. 

State trading and attempts at state trading in such countries as Ar. 
gentina, Brazil, Chile, Colombia, Cuba, and Mexico in recent years have 
provided another element of discontinuity in trade and payments with 
European countries, since they have made these relations more de- 
pendent on isolated central decisions affecting a large proportion of the 
Latin American partner’s exports. 


Incentives to retain payments agreements 


Attention has been drawn to the complications arising from com- 
modity arbitrage, from other types of transit trade, and the negotiation 
of claims under payments agreements in the free exchange markets of 
third countries. The scope of these transactions appears to have in- 
creased to such an extent that the measures initially intended in most 
cases to improve the functioning of specific payments agreements may 
come to be an obstacle to their operation since they obscure direct trade 
and payments relations between some partner countries and also prob- 
able future developments in those relations. At the same time, the re- 
establishment of commodity markets in Europe, together with the 
improved dollar positions of some European countries and the liberaliza- 
tion of their dollar imports, facilitates access by their importers to many 
of Latin America’s staple exports, either by buying them in transit from 
European traders against payment in inconvertible currencies or by 
buying them directly in the country of origin against payment in dollars. 
Thus a tendency might well develop for some European countries to 
do without some of their Latin American payments agreements, par- 
ticularly those with countries having relatively few restrictions on dol- 
lar imports and those which, although restricting dollar imports, have 
few payments agreements and consequently do not have a markedly 
discriminatory import policy.’ The termination of certain payments 
agreements with countries such as Ecuador and Peru could then be a 


® Special circumstances, however, may have opposite effects. Under a con- 
mercial treaty concluded between Uruguay and Switzerland in 1938, the former 
undertook to license Swiss imports equivalent to 85 per cent annually of Swiss 
urchases from Uruguay. In order to facilitate the execution of that commitment, 
Betuselend in January 1954 made payments to and from Uruguay subject to 
clearing insofar as deliveries of goods originating in the two countries and the 
incidental charges thereon are concerned. Because Uruguayan exports were con- 
signed to European ports or were acquired by Swiss importers in transit deals, a 
substantial proportion of Swiss imports from Uruguay had apparently not been 
recorded in Uruguayan statistics as exports to Switzerland. 
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step toward the restoration of convertibility on nonresident account by 
some European countries which already have made significant progress 
toward convertibility on resident account. 

As indicated early in this paper, payments agreements in a world of 
inconvertibility serve to alleviate each partner’s difficulties in financing 
imports from the other, since these no longer need to be settled in con- 
vertible currencies; for that reason, the agreements at the same time 
serve to improve each country’s sales prospects in the other’s markets. 
If the partner countries subsequently revert to dollar payments, each 
might be eager to run a surplus against the other and therefore restrict 
its imports from that country, so that trade in both directions would fall. 
Also, the existence of a payments agreement frequently makes it possible 
for one partner country to induce the other to take more of its exports, 
namely by purchasing first and thus incurring a debtor position, which 
to the second country constitutes an inconvertible claim that it is eager 
to liquidate by means of additional imports. As long as some countries 
have to restrict their dollar imports significantly, their trading partners 
will consequently have an incentive to sign payments agreements with 
them, even when such agreements are not likely to function smoothly, 
provided that the countries are valued sufficiently highly as export 
markets, and provided that imports obtained under the terms of the 
agreement remain attractive as to price, quality, delivery date, and 
terms of payment. Since most European countries and Japan regard the 
River Plate countries and Brazil as valuable export markets, and since 
the latter are eager to keep their traditional export outlets in Europe 
open, while countries in both groups still maintain significant restrictions 
on dollar imports, it is likely that-Argentina, Brazil, Paraguay, and Uru- 
guay will continue to finance a significant proportion of their trade with 
inconvertible countries under payments agreements. Reference has al- 
ready been made to the possibility that trade under existing Latin 
American payments agreements may become more concentrated on a 
few specific payments agreement partners, but this need not imply a 
reduction in the number of payments agreements maintained by these 
four South American countries. 

In regard to the conditions outlined above—i.e., that sufficient in- 
centives to enter into payments agreements were present only where 
imports could continue to be obtained on satisfactory terms as to price, 
quality, etc-——Latin American countries have had widely divergent 
experiences. Prices paid under payments agreements have usually been 
higher than those quoted for the same or similar goods if payment in 
dollars was offered. Dollar countries, such as Venezuela, have had the 
benefit of a wide variety of European dollar export promotion measures, 
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which, together with the competition from suppliers in the United States 
and Canada, have led to lower prices, shorter delivery periods, and 
better terms of payment, than could be obtained by such countries ag 
Argentina and Brazil, even before many European agreement partners 
started restricting their exports to the latter. On the other hand, it is 
difficult to say how these terms would have developed if Argentina and 
Brazil had not incurred large bilateral arrears, and had not had serious 
inflationary pressures. Also, these two countries in 1952 and 1953 were 
able to conclude with payments agreement partners a number of com- 
plementary trade agreements that assure deliveries of capital equipment 
over periods of various years, and thus may constitute a significant 
contribution to their development programs. This factor may well 
prove to be an additional condition in favor of maintaining payments 
agreements with the overseas countries which regard Brazil and the River 
Plate countries as desirable export markets. 

It is unlikely, on the other hand, that countries now trading mainly 
in dollars would serve their own interests best by solving their sales 
problems by concluding a significant number of payments agreements. 
Those countries customarily trade with the United States and other 
dollar countries to such an extent that it would be very difficult to build 
up an exchange control administration capable of avoiding the ac- 
cumulation of inconvertible balances, or in other ways to induce private 
importers to use up accruing agreement currencies. The governments 
of some of the northern Latin American countries have already had 
difficulties in inducing their importers to utilize balances in inconvertible 
currencies, and have had to award public works contracts to agreement 
partners in order to prevent undue accumulation of such claims. Also, 
it would be hard to prevent dollar commodities purchased under the 
terms of payments agreements from being resold to other countries, 
so that some potential dollar exports to nonagreement partners would 
be settled in soft currencies. In that case, a dollar commodity might 
ultimately be turned into a soft currency commodity, with a correspond- 
ing deterioriation of the currency composition of the exporting country’s 
balance of payments and monetary reserves. However, some of the 
smaller Latin American countries usually running import surpluses 
with Europe have found that payments agreements and, in a few cases, 
trade agreements, have expanded the volume of their trade, and for 
that reason they may be eager to maintain those pacts. 
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International Movements of Public 
Long-Term Capital and Grants, 
1946-50 


Mervyn L. Weiner and Romeo Dalla-Chiesa* 


This study is concerned with public long-term capital and grants trans- 
ferred internationally in the period 1946 through 1950. Its purpose is to 
summarize in convenient form information about postwar movements 
of public capital and grants that is frequently available only in scattered 
and sometimes conflicting sources, and to appraise, on the basis of this 
summary, the magnitudes, directions, sources, and significance of the 
public long-term capital and grants transferred during the period. 


Brief Description of Data 


For the purpose of this study, public capital movements are defined 
as loans and repayments actually disbursed, to which at least one party 
is a government or which affect the long-term foreign asset and liabil- 
ity position of a government; and long-term capital movements, as loans 
with maturities of more than one year. (A more exact set of definitions 
is presented in Appendix I.) Short-term capital movements and private 
long-term capital transfers to which both parties are private have not 
been included. Grants include all public unilateral transfers other than 
grants for military assistance. Transfers of public funds include transac- 
tions in public long-term capital and public unilateral transfers. 

It has not been found practical to examine all international long-term 
capital movements or to use the traditional classification between “‘pri- 
vate” and “official’’ capital, since generally only a fraction of the private 
capital transactions come to light in detail sufficient to be recorded. 
There are, however, some transactions among those traditionally classi- 
fied as “private” to which one party is a public body; these transactions 


* Messrs. Mervyn L. Weiner and Romeo Dalla-Chiesa are economists in the 
Economic Staff of the International Bank for Reconstruction and Development. 

Mr. Weiner is a graduate of McGill University and of Oxford University, and 
has studied in the graduate school of the Johns Hopkins University. He formerly 
at the University of Pennsylvania and was an economist in the United 
Nations. 

Mr. Dalla-Chiesa is a graduate of Rome University and has studied in the 
graduate school of the American University. He was formerly a member of the 
staff of the Foreign Department of the Bank of Italy. 
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have been recorded in the present study. The “public long-term capital 
movements’’ discussed below therefore include, in addition to all long. 
term transactions that are usually called “official,” borrowings of govern- 
ments and other public bodies from private lenders. 

Virtually all these transfers of public funds were the result of conscious 
policy decisions of governments, which reflected the special circum. 
stances associated with the termination of the war and with subsequent 
attempts to reconstruct war-devastated economies and to assist in 
economic development. The transfers have been dominant factors in 
the postwar international economic environment and thus warrant 
special study. It is realized that the movements of public funds studied 
here do not represent completely the extent to which particular coun- 
tries or areas benefited from or contributed to international transfers of 
resources in the period under review. For some areas, private and short- 
term capital movements and the drawing down of accumulated reserves 
of gold and foreign exchange were more important than public capital 
and grants as a means of financing net imports of resources from the 
rest of the world. For the world as a whole, however, public loans and 
grants were predominant. 

As far as possible, public loans and grants are recorded in this study as 
they are shown in the balance of payments of reporting countries. But 
since only incomplete or very summary balance of payments data are 
available for many countries, additional information had to be secured 
in many instances. Balance of payments data of partner countries and 
external debt studies of the International Bank for Reconstruction and 
Development are the sources of this supplementary information that 
have been used most frequently.! 

All transactions have been recorded in U.S. dollars. Transactions 
originally made in other currencies have been converted into their equiv- 
alent in U.S. dollars on the basis of official exchange rates applicable to 
financial transactions or on the basis of an average of the official rates 
where more than one rate was in force in any single year. 


Summary of Findings 


The gross amount of public long-term capital and grants that was 
transferred internationally from 1946 through 1950 amounted to more 
than $61 billion. Most of these transfers were made as grants and loans, 
grants amounting to $27.8 billion and loans to $23.0 billion. Repayments 
of public loans and the repatriation, on public account, of bonded debt 
and other investments held abroad accounted for the remaining $10.2 
billion. 


' The International Monetary Fund and the U.S. Department of Commerce 
provided important additional information. 
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The magnitude of these international movements of public funds is 
indicated by the fact that they were equivalent to one fourth of the 
value of world exports during this period. Perhaps the most striking 
illustration of their importance lies in their relation to the resources 
transferred internationally during the period, an aspect that is elaborated 
below. Whatever basis of comparison may be used, they were of crucial 
importance to the postwar world economy: to the settlement of its war 
accounts, to the relief of its war-torn populations, to the reconstruction 
of its disrupted economies, and to efforts made after the war in the de- 
velopment of underdeveloped economies. 

By far the largest part of the public loans and grants was provided by 
governments directly or through international organizations, such as 
UNRRA and the International Bank, to which funds were transferred 
as contributions or as capital subscriptions. But private lending to pub- 
lic borrowers was also important. Through purchases of public securities 
and through loans made to foreign governments by private banks, $2.5 
billion, or more than one tenth of the $23 billion of public loan capital 
transferred internationally between 1946 and 1950, was lent by private 
parties. Almost 40 per cent of these loans consisted of newly issued pub- 
lic securities in the United States, the United Kingdom, and Switzerland, 
with new public issues on European markets quantitatively as important 
as private loans from the United States. Most of the private loans to 


public borrowers were made toward the end of the period, when grants 
rather than intergovernmental loans predominated. Two thirds of the 
public loans made throughout the period had already been disbursed 
by the end of 1947. 


Area distribution 


In order to summarize conveniently the area distribution of the public 
loans and grants covered in this review, the world has been divided into 
six area groupings: the United States, Canada, Western Europe, Under- 
developed Countries, Other Countries (mainly Eastern Europe and 
Japan), and International Organizations. The public loans and grants 
made or received by each of these groups are shown in Table 1. 

The United States and Canada together were by far the largest ex- 
porters of public funds; they made available $35 billion, or almost 60 
per cent of the $61 billion of public loans and grants. More than two 
thirds went to Western Europe either directly or through international 
organizations. The next largest exporter was Western Europe, which 
accounted for $15 billion, or one fourth of the total. Almost half of these 
Western European public funds were transferred within Europe; the 
rest consisted for the most part of loans and grants made to under- 
developed countries, repayments of U.S. and Canadian loans, the 5 per 
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TABLE 1. INTERNATIONAL MovEMENTS oF PuBLic LoNG-TERM CAPITAL - 
AND Grants, 1946-50! 





Payments by Countries (billion U.S. dollars) Total Receipts 





Eastern 
Underde- Europe, 

Int. Or- veloped Ja J2pan, _ pine 
Un- 





United Western ganiza- Coun- 

Receiving Countries States Canada Europe tions tries allocated Dollars fiction 
United States ..... a 1.9 — 1.1 0.4 4.5 7 
Canada: ...366..05. 1.3 — 0.6 — — — 1.9 3 
Western Europe... 20.9 1.7 60 28 36 0.2 35.1 58 
International 

organizations ... 49 02 13 — 0868 0.1 6.9 I1 
Underdeveloped 

countries........ 2.9 0.1 4.1 1.0 40.1 2 8.3 14 
Eastern Europe, 

Japan, and unal- 

located........... 2.3 _ 0.6 1.1 0.1 _— 4.2 7 

Total 
payments.... 32.3 3.1 14.5 4.9 5.4 0.7 61.0 100 
Percentage 


distribution.. 538% 5% 2A% 8% 9% 1% 100% 


1 Figures may not add to totals because of rounding. 
2 Less than $50 million. 





cent counterpart of U.S. grants, and contributions and subscriptions to 
international organizations. On the receipt side, the most important of 
the importers was Western Europe. One fifth of Europe’s loan and grant 
receipts represented intra-European movements; but even after allow- 
ance is made for this, European receipts of these funds, consisting prin- 
cipally of loans and grants made by the United States and Canada, 
were far greater than those of any other area. Underdeveloped countries 
and international organizations were, in turn, the next largest recipients 
of public loans and grants. For both of these groupings, however, ex- 
ports of public funds in the form of loans, grants, and repayments repre- 
sented a very large offset to their receipts of public funds. 

One thing stands out from an examination of Table 1. Triangular 
transfers were large in relation to the total transfers of public funds that 
were made. The international organizations provided a channel through 
which resources, most of which were provided by the United States, 
were transferred to European countries. Of the $1.1 billion received by 
the International Bank from paid-in capital subscriptions and from 
bond sales, $0.9 billion came from the United States, while $0.5 billion 
of the $0.6 billion disbursed by the Bank in this period was disbursed 
to Western Europe. Similarly, $2.6 billion of the $3.7 billion contributed 
to international relief organizations was made available by the United 
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States, while four fifths of the grants by these agencies were made to 
European countries. In addition, European countries themselves pro- 
vided indirect channels of capital transfer, principally to underdeveloped 
areas. The extent to which Europe’s public loan and grant receipts made 
possible other exports of public loans and grants is one of the most 
interesting aspects of the movements of public funds in the postwar 
period. It is discussed more fully on pages 121-23. 


Net transfers 


One aspect that does not stand out clearly in the preceding comparison 
of gross movements of public funds is the extent to which the amounts 
exported by each of the areas shown in Table 1 offset its public loan 
and grant receipts. Western European countries and underdeveloped 
areas particularly were large exporters as well as importers of public 
funds. In order to compare the net transfers actually made, inflows and 
outflows of public loans and grants have been combined. The following 
over-all pattern, illustrated schematically in Chart 1, emerges. 

1. The United States and Canada were the only net exporters of pub- 
lic funds to each of the other area groupings. Between 1946 and 
1950, they exported $29 billion net. 

2. The greater part of the net movements of public loans and grants 
was between “advanced countries.” Western Europe alone re- 
ceived $21 billion net. Underdeveloped countries received only $3 
billion net from the rest of the world. 

The United States and Canada were net exporters of public funds to 
all countries, except to several Latin American and independent sterling 
area countries, which were small net exporters of public funds to the 
United States, mainly because of debt repatriation. Of the total net 
transfers of $29 billion from the United States and Canada, $22 billion 
was made available directly to Western Europe and Japan, and more 
than $1 billion was made available to Western Europe through interna- 
tional organizations. 

The relatively small amount of public loans and grants actually made 
to underdeveloped countries was due to the fact that the $8 billion which 
they received in loans, grants, and some repayments, principally from 
Western Europe or from the United States, was offset in large part by 
debt repatriation and by purchases of foreign-owned assets by independ- 
ent sterling area and Latin American countries. Australia and Argen- 
tina respectively accounted for the bulk of this outflow of public funds 
from these two areas. Some of these transfers were made to the United 
States. For the most part, however, they were made to Western Europe 
with the result that, though the gross outflow of public capital from 
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Cart 1. Net InTeR-AREA TRANSFERS OF PuBLic LonG-TERM CAPITAL AND 
Grants, 1946-50 


(In billions of U.S. dollars) 















U.S. 
and Canada 


NET OUTFLOW 
$29.2 


Western 
Europe 










International 
Organizations 












NET INFLOW 


NET INFLOW 
$20.6 


$2.1 










Eastern Europe 
and Japan 










Underdeveloped 
Countries 






NET INFLOW 
$3.5 (incl $0. 
unallocated) 






NET INFLOW 
$3.0 


Western Europe to all underdeveloped areas was greater than the gross 
outflow from the United States, Western Europe’s net export of public 
funds to underdeveloped areas amounted to only $0.6 billion, compared 
with $1.9 billion from the United States. 

Despite the effect of debt repatriation on the net public funds trans- 
ferred to underdeveloped countries as a group, Western Europe was a 
substantial net exporter of public financial resources to its dependencies. 
In order to assess the importance of these transfers in relation to those 
made to and from other underdeveloped areas, the rather heterogeneous 
underdeveloped country group is subdivided in Table 2 into four main 
subgroups, to show the net receipts of each subgroup and the principal 
sources of these receipts. 
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TaBLE 2. Net Receipts oF Pusiic Funps By UNDERDEVELOPED 
CountTRIEs, 1946-50! 


(In billions of U.S. dollars) 














Receiving Countries 
Other 
Under- 
Latin Euro Independent developed 
Paying Countries America Dependencies Sterling Area Countries Total 

United States.............. —0.05 0.03 —0.12 1.99 1.85 
Western Europe............ —1.24 2.12 -0.30 0.02 0.59 
International organizations. —0.05 — -0.04 0.63 0.54 
Other sources.............. —0.03 —0.02 —0.02 0.01 —0.02 
OREN ii OR eS SOS —1.37 2.16 —0.48 2.65 2.96 





1No sign indicates net inflow; minus sign indicates net outflow. For more 
detailed figures, see Table 11. 


Both Latin America and the independent sterling area countries were 
exporters of public funds (Chart 2), mainly because of their large re- 
patriation of foreign-held debt and foreign-owned railways and other 
utilities, but also because of contractual repayments, loans made by 
Argentina and Brazil to European countries, and contributions made to 
international organizations. The overseas dependencies of Europe and 
the other underdeveloped countries, principally China, Korea, and the 
Philippines, were thus the only net recipients of public capital and grants 
in the group. The European dependencies received $2.2 billion, almost 
entirely from loans and grants made by metropolitan European coun- 
tries. China, Korea, and the Philippines together received $1.8 billion 
from the United States and another $0.6 billion from UNRRA. 


International movements in the perspective of the balance of payments 


Before undertaking a detailed account of these movements of public 
capital and grants, it is appropriate to assess their relative importance 
in financing the net transfers of resources that took place in the period 
under review. The principal sources for financing the cumulative net 
imports of goods and services (excluding military assistance) of each of 
four country groupings are shown in Table 3. 

Two facts are clear from Table 3: (1) net imports of goods and services 
of Western Europe and of “other countries” from the rest of the world 
were financed almost entirely by net receipts of public long-term capital 
and grants, about half of which consisted of grants; (2) net imports of 
goods and services of Latin America and the independent sterling area, 
by contrast, were financed entirely by drawing down official holdings of 
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CuHart 2. INTERNATIONAL MovEMENTsS oF PuBLic LoNG-TERM CAPITAL AND 
GRANTS TO AND FROM UNDERDEVELOPED CouUNTRIES, 1946-50 


(In billions of U.S. dollars) 
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TABLE 3. FINANCING OF REGIONAL NET Imports oF GooDs AND 
Services, 1946-50 


(In billions of U.S. dollars) 





Independ- 
Western ent Sterling Latin Other 
Europe Area America Countries! 





= imports of goods and services, 1946- 
Se ee ee ere 20.8 3.7 0.5 4.5 


Financed by 
Net pants of public long-term capital 
POF 17.1) |. Se ee errnitee 20.6 —0.5 —1.4 4.3 
Drawing down of official gold and 
foreign exchange reserves........... —0.5 2.8 1.0 0.7 
Private donations and other net capital 
POCCHUR? b,c 5 Selah 0 +s tadnnwo et San 0.7 1.4 0.9 —0.5 





1 Japan, Mainland China ort Formosa (1950), the Phili x amcy, South 
Korea, Thailand, Indonesia (1950), and Egypt. The errors introduced through 
the inclusion of an estimate for China’s 1949 balance on goods and services and 
through the omission of smaller Middle Eastern countries and Eastern Europe 
are erage | to affect the orders of magnitude indicated here. The figures shown 
do not include European dependencies, for which only incomplete balance of 
payments data are available. 


gold and foreign exchange and by net receipts of short-term and private 
capital. For each of these last two areas, public fund movements resulted 
in a net outflow of capital, chiefly the result of the large repatriation 
of external bonded debt and purchases of assets located within the area 
but owned abroad. 

At first glance, the major movements of long-term capital and grants 
appear to have been significant as a means of financing net import sur- 
pluses for only Western Europe and “other countries” (principally 
Japan, China, Korea, and the Philippines), with Western Europe re- 
ceiving the bulk of the net public funds transferred. As a result of the 
large net addition made to European resources through such transfers, 
however, some European countries were in turn enabled to make sub- 
stantial exports of public funds to other European countries and to 
other areas of the world. Though each Western European country, 
with the exception of Finland, was a net importer of resources from the 
rest of the world, several were at the same time substantial exporters 
of resources to other countries. 

Western European exporters of public funds. France, the Netherlands, 
Belgium, and the United Kingdom were the principal countries falling 
in the category of European exporters of public funds. Of these four 
countries, France was the largest net recipient of resources from the 
outside world (Table 4). However, France exported almost $1.6 billion 
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TaBLE 4. Frinancine oF Net Imports or Goops AND SERVICES OF 
Four European Countriss, 1946-50 


(In billions of U.S. dollars) 





France Netherlands Belgium Kingdom 





Net imports of goods and nee: 
oT RE On eeen beter ct e etary Curran : 5.7 1.9 1.2 1.2 


Financed by 
Receipts of public long-term loans and 


Po a ee ee ere ea ne 5.6 2.0 1.1 10.0 
Net receipts from public capital repay- 

MNONUB) erie hee ae Ste cetera Set 0.3 0.1 -0.2 —-0.1 
Less public loans and grants made. . —1.6 —0.8 —1.0 —3.7 


4.3 1.3 —0.1 6.2 
Drawing down of official gold and 


foreign exchange reserves........... 0.6 -0.1 —0.1 —0.9 
Private donations and other net capital 
MOC CLIES 5 6 dchecd acesutegtntsuatetinniits 0.8 0.7 1.4 —4.1 





of public funds in the form of loans and grants to other countries, over 
$900 million going to French territories and dependencies in Africa alone. 
(This does not include transfers arising out of military operations in 
Indo-China.) This total represented a transfer equivalent to over one 
fourth of the gross loans and grants received by France from the United 
States and Canada during the same period. There was, of course, no 
direct relation between the loans and grants received by France from 
the United States and Canada and the large volume of resources trans- 
ferred by France to the overseas franc area. The magnitude of the trans- 
fers to the French Union was such, however, that if there had been no 
additional North American resources the transfers might not have been 
possible. 

The same may also be said for the Netherlands and Belgium, both of 
which were large recipients of external resources during this period. The 
Netherlands transferred about $500 million to Indonesia to finance the 
Indonesian deficit on current account with the outside world, and another 
$300 million in public long-term loans and grants to other countries. . 
These transfers were equivalent to three fourths of the public loans and 
grants received by the Netherlands from the United States and Canada 
in this period. Belgium made available $1 billion in loans and grants, 
an amount greater than the $800 million in loans and grants which Bel- 
gium received from the United States and Canada in the same period; 
three fourths of the loans and grants made were to European countries. 

The most conspicuous example of triangular capital transfer appears 
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in the capital account of the United Kingdom. Long-term loans and 
grants received by the United Kingdom from the United States and 
Canada, most of which financed the U.K. dollar deficit, were more than 
six times its over-all net imports of goods and services of $1.2 billion. 
The United Kingdom also received an additional $1 billion from abroad 
in the form of increased holdings of sterling balances by its overseas 
dependencies. These public fund receipts, particularly the loans and 
grants made available by the United States and Canada, were so large 
in relation to the U.K. deficit on goods and services as to be clearly an 
important element underlying the $3.7 billion of public loans and grants 
and the $4 billion of private capital and short-term capital that it made 
available to the rest of the world. Exports of public funds were mainly 
to Western Europe in the form of relief and rehabilitation grants and 
the extension of drawing rights under Intra-European Payments Agree- 
ments, to British Colonies and other sterling area countries through 
various loans and grants, and to international organizations. The rest 
of the capital outflow represented for the most part private capital 
movements to independent sterling area countries, principally to Aus- 
tralia and the Union of South Africa, and sterling balance releases to 
India. 

One conclusion that may be drawn from these observations is that 
these indirect channels of public fund transfers, based on the flow of pub- 
lic capital and grants from the United States and Canada to Western 
Europe, preserved in some fashion a network of multilateral international 
economic relationships which otherwise might have degenerated into 
bilateral balancing of external accounts and a consequently smaller 
volume of international trade. These indirect transfers were based on 
movements of public capital and grants that did not take place in re- 
sponse to purely economic incentives. They do, nevertheless, suggest 
that if the transfers of public funds from the United States and Canada 
to Western Europe were in some manner to become self-sustaining, e.g., 
by being replaced by private lending or investment, Western Europe 
might become the apex of a continuing triangular transfer of capital 
from North America to other, principally underdeveloped, areas to a 
much larger extent than could otherwise be expected. The experience 
of the early postwar period suggests that the prewar Europe-to-the- 
outside-world link has in some measure already been restored.” 


2 This appears to be the basis of the recommendation by the Maffry report that 
one of the best ways to increase the flow of capital to the underdeveloped areas 
of the world is to stimulate the export of private capital from North America to 
Western Europe. See August Maffry, Program for Increasing Private Investment 
in Foreign Countries (report os yg for TCA of the Department of State, De- 
partment of Commerce, and MSA, Washington, D. C., December 18, 1952). 
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The following sections contain a more detailed review of the interna- 
tional movements of public capital and grants described in this summary. 
In turn, they examine movements of public long-term capital and grants 
to and from the United States and Canada, Western Europe, interna- 
tional organizations, and underdeveloped countries. Though Japan and 
Eastern Europe are not included in any of these country groupings, 
references to their public fund transactions, to the extent that informa- 
tion is available, are included in the review of the transactions of the 
United States, and of Western Europe and the international organiza- 
tions, respectively: 


Movements to and from the United States and Canada 


From 1946 through 1950, the United States and Canada were the 
world’s two largest independent exporters of public funds (Table 5). 
Through loans and grants (excluding military aid) and through repay- 
ments, they made available more than $35 billion to the rest of the world. 
Most of this consisted of public loans and grants made by the United 
States. Canada is included here, however, because, unlike the other 
countries that made loans and grants of equal or greater amounts, 
Canada was not at the same time a large recipient of assistance from 
abroad. 


United States 


For the world as a whole, the United States was the principal source 
of public funds during the period under review. It made available to 
other countries $32 billion (excluding military aid) of the $61 billion of 
public funds that was transferred between countries. The largest part 
($17 billion) of this $32 billion was made available in the form of grants. 
Loans amounted to $14 billion and repayments to other countries to 
more than $1 billion. 

Except for relatively small private transactions in public securities 
and lending by U.S. banks, which are included in these figures and are 
described below, the full story of these public financial transactions is 
presented in the comprehensive survey of U.S. foreign aid published by - 
the U.S. Department of Commerce.’ Therefore, only a summary outline 
of the public loans and grants made by the U.S. Government is presented 
here, though some additional details are included in subsequent refer- 
ences to areas that were recipients of U.S. loans and grants. 

U.S. Government aid programs. In contrast to U.S. aid to other coun- 
tries during the war, predominantly under a comprehensive lend-lease 


3 U.S. Department of Commerce, Foreign Aid by the United States Government, 
1940-1951, Supplement to the Survey of Current Business (1952). 
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program with exclusively military objectives, the loans and grants of 
$29 billion made by the U.S. Government in the first five postwar years 
were made under a sequence of separate programs concerned with the 
financing of relief, the cash settlement of claims incidental to the ter- 
mination of the war, and the promotion of economic recovery abroad. 

The first problem of the postwar period was the provision of relief 
assistance to civilian populations affected by the war. Through civilian 
supply programs of the armed forces and through UNRRA and other 
international relief organizations, the United States made available in 
the period 1946-50 more than $7 billion for essential food and clothing; 
for assistance in the resumption of food production, transportation, and 
essential public services; and for the care of displaced persons. Civilian 
supplies provided by the armed forces to occupied Japan and Germany 
accounted for almost $4 billion of this amount.’ Most of the remainder 
consisted of $2.5 billion to UNRRA for the relief and rehabilitation of 
countries in Western and Eastern Europe and China, and $0.7 billion 
to the Philippines for relief and rehabilitation and for the settlement of 
private war claims. 

During the early postwar period, in which most of these grants for 
relief and rehabilitation were made, large loans were also made by the 
United States. More than $1 billion of surplus supplies dispersed and 
stored all over the world, and a lesser amount of lend-lease materials 
still in the supply pipeline after 1945, were sold on long-term credit. The 
largest loans, however, were made to alleviate the economic dislocation 
of the war. Almost two thirds of the $2.7 billion of loans made by the 
Export-Import Bank throughout the period under review were utilized 
in the first two postwar years for reconstruction in European countries. 
The largest single postwar loan made by the United States—the $3.75 
billion loan made to the United Kingdom in 1946 and utilized almost 
entirely within 12 months after its approval by Congress—was intended 
largely to eliminate inconvertibility and restrictive discriminations in 
international trade and payments by assisting the United Kingdom in 
assuming the obligations of multilateral trade and general convertibility. 

Most of these early postwar loans and grants were received by Euro- 
pean countries. However, they did not eliminate Europe’s urgent need 
for external assistance. After UNRRA’s resources were exhausted, a 
further $0.6 billion was provided through Post-UNRRA and Interim 
Aid until large-scale recovery assistance began to be made available in 
mid-1948 under the European Recovery Program. 

With the exception of programs such as the Philippine Rehabilitation 
Program and the civilian supplies programs in Japan and Germany, 
which operated throughout the period, the European Recovery Program 
marked a shift in emphasis of U.S. aid from a series of separate relief 
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and reconstruction measures to a coordinated program for economic 
reconstruction and development. By the end of 1950, more than $8 
billion of ERP aid had been made available to participating European 
countries and their dependencies. Only $1 billion of this was in the form 
of loans. The bulk consisted of grants, $1.3 billion of which were made 
to participants in the Intra-European Payments Agreements, conditional 
upon the extension by these countries of equivalent drawing rights in 
their own currencies to other participants to whom they exported more 
than they imported from them. 

Through these various programs and also other minor programs, the 
U.S. Government made available $27 billion to other countries in the 
five-year period under review. If the gold and dollars paid in capital 
subscriptions to the International Bank and the International Mone- 
tary Fund are added, the total is more than $29 billion. The broad out- 
lines of this government aid, shown in Table 6, may be summarized as 
follows: 

1. More than half of the total of public loans and grants by the US. 
Government were grants. Though large relief grants were made 
just after the war, most of the grants were made toward the end 
of the period 1946-50, under the European Recovery Program, 
whereas loans, for the most part, were made at the beginning of 
the period. 

2. Western Europe was the principal recipient of U.S. Government 
aid. It received two thirds of the loans and grants made directly 
and also most of the resources made available by the United States 
to international organizations for transfer as loans or grants to 
other countries (see pp. 130-32). 

3. The net amount of aid made available by the U.S. Government was 
$2.4 billion less than the gross outflow shown in Table 6 because of 
receipts from repayments and reverse grants. The receipt of re- 
payments on earlier government loans accounted for two thirds of 


TaBLe 6. U.S. GoveRNMENT LoANs AND Grants, 1946-50 
(In billions of U.S. dollars) 








Int. Relief 

Western Latin Other IMF and Organiza- 
Europe America Countries' IBRD tions Total 
THOORS.. ... 565555 k 8.3 0.4 1.2 2.1 _ 12.0 
GROMtE. oi... ck on 11.3 0.1 3.4 _ 2.5 17.3 
- ere 19.6 0.5 6 2.1 2.5 29.3 
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this $2.4 billion. The rest consisted of transfers made to the United 
States for reverse lend-lease, for the return of lend-lease grant ships 
for cash war-account settlements, and for the 5 per cent counter- 
part of grants received by European countries under the European 
Recovery Program. More than half of these repayments and re- 
verse grants were made by Western Europe. 

Other public capital movements. Though the loans and grants by the 
U.S. Government accounted for the largest part of the movements of 
public capital and grants to and from the United States, other capital 
movements were also important. Private bank lending to foreign govern- 
ments, private transactions in foreign public securities, and such transac- 
tions as the compulsory repatriation by France and the Netherlands of 
private assets held in the United States must also be included. Together, 
these transactions resulted in a net outflow of $0.5 billion of public 
capital from the United States to the rest of the world. 

Private U.S. lending to public borrowers amounted to $1.7 billion. 
Most of this ($1.3 billion) consisted of purchases of new foreign public 
securities, issued principally by Canada and the International Bank. 
US. investors purchased almost $1 billion of Canadian public securities 
—Dominion, provincial, and municipal—and $0.3 billion of new Inter- 
national Bank bond issues. Loans made by U.S. banks amounted to 
$0.4 billion; they were for the most part to Western Europe, France 
alone accounting for $0.3 billion. Most of the remaining identifiable 
nongovernmental public capital outflow from the United States resulted 
from the sale of $0.9 billion of U.S. securities by or at the requirement 
of the French, Dutch, and Chinese Governments. 

The principal offset to these outflows was the amortization, redemp- 
tion, and repurchase of $1.2 billion of bonded public debt held in the 
United States. More than $0.9 billion of this amount represented a re- 
duction in U.S. holdings of Canadian securities. The rest consisted of 
similar payments made principally by Latin American countries, the 
Philippines, New Zealand, and Australia. These figures reflect actual 
cash payments. The remaining public capital inflows into the United 
States consisted of $0.3 billion of repayments of medium-term private 
bank credits, mainly from Western Europe; $0.1 billion of payments for 
liquidated or expropriated properties in Latin America; and $0.5 billion 
invested in U.S. Government securities. The reinvestment by France 
of the proceeds of a $200 million loan by private U.S. banks in 1950 
accounts for the largest single part of the increase in foreign holdings of 
U.S. Government securities. Except for $120 million of increased private 
Canadian and Swiss holdings, the remaining increases in holdings of U.S. 
Government securities were accounted for mainly by other European 
and Latin American Governments. 
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Canada 


The transactions in public securities between the United States and 
Canada, which have been referred to above as the principal component 
of the nongovernmental public capital transactions of the United States, 
accounted for roughly half of the movements of public capital and grants 
to and from Canada. These private transactions were largely offsetting, 
however. Over the period as a whole, they resulted in a net receipt by — 
Canaca of less than $0.2 billion of public capital from the United States.* 
The $1.3 billion of net outflow of loans and grants from Canada was 
accounted for entirely by transactions of the Canadian Government. 
Loans and grants made by the Canadian Government to other areas 
amounted to $2.1 billion; they were offset only in part by $0.6 billion 
of repayments. 

Western European countries received most of Canada’s $1.3 billion 
of net exports of public funds. Loans and grants to Europe were $1.7 
billion, the largest single item of which was the $1.2 billion loan made to 
the United Kingdom in 1946. Repayments made by Europe to Canada 
totaled $0.5 billion. Of the public financial transactions with other areas, 
the largest consisted of $130 million contributed by Canada to UNRRA 
and other international relief organizations. 


Movements to and from Western Europe 


The principal transfers of public financial resources during the first 
five postwar years were made to Western Europe. Two thirds of the $32 
billion made available by the United States to the rest of the world were 
loans and grants to Western Europe. More than half of the $5 billion 
of loans and grants made by the International Bank, the International 
Monetary Fund,5 UNRRA, and other international relief agencies were 
also to Western Europe. Western Europe was not exclusively an im- 
porter of public capital and grants, however. Though Western European 
countries received $31 billion in loans and grants, they made loans and 
grants of more than $10 billion. 

The most important of these movements of public capital and grants to 
and from Western Europe, summarized in Tables 19-23 (Appendix III), 
are discussed in the following paragraphs. Western Europe is first con- 
sidered as a recipient of loans and grants from the United States and 
Canada; in the absence of these loan and grant receipts, Europe’s 
transfers of public funds to other areas would in large measure not have 
been possible. 


4 During this same period, however, Canada received $510 million from the 
United States through net private direct investments. 

5 The term “‘loan”’ is, of course, technically incorrect in the case of currency 
sales by the International Monetary Fund. 
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Receipts from the United States and Canada 


More than two thirds of the loans and grants received by European 
countries from 1946 through 1950 were from the United States and 
Canada. U.S. and Canadian loans amounted to $10.2 billion, and grants 
(not including grants received through UNRRA) were $11.4 billion. 
These loans and grants were received mainly by the United Kingdom, 
France, and Germany: $7.8 billion by the United Kingdom, $4.5 billion 
by France, and $3.3 billion by Germany. Italy and the Netherlands, 
the next largest recipients of U.S. and Canadian loans and grants, 
received $1.6 billion and $1.1 billion, respectively; and other European 
countries, less than $1 billion each. 

Europe’s dollar loan receipts were received through a variety of early 
postwar operations, the largest of which was the $3.75 billion U.S. Treas- 
ury loan to the United Kingdom. The U.S. Government also made 
lend-lease and reconstruction loans through the Export-Import Bank, 
mainly to France, the Netherlands, and Belgium; surplus property 
loans, largely to France and Italy; and ERP loans, principally to the 
United Kingdom, France, and the Netherlands. Together with $0.3 
billion of private bank loans, the United States lent $8.7 billion to West- 
ern European countries. Loans made by the Canadian Government 
amounted to $1.6 billion, and consisted of a $1.2 billion loan to the 
United Kingdom and export credits to other European countries, 
mainly to France and the Netherlands. 

Western Europe’s dollar grant receipts,® not including grants received 
through UNRRA, consisted principally of $8 billion of ERP grants made 
mainly to the United Kingdom, France, and Germany,’ and approxi- 
mately $3 billion of relief grants made earlier—in the form of civilian 
supplies distributed by the U.S. Armed Forces in Germany and as Post- 
UNRRA and Interim Aid made available by the United States to 
France, Italy, and Austria after UNRRA operations had ended but 
before the European Recovery Program had begun. 

These loans and grants accounted for the principal public financial 
transfers between the United States and Canada and Western Europe. 
They were the result of two distinct groups of transactions: (1) the early 
postwar relief, reconstruction, and war settlement transactions, and 
(2) the later European Recovery Program. The only other transfers of 
public funds of consequence were $0.7 billion received by the Nether- 
lands and France from the compulsory sale of private assets held in the 
United States. 


6 Payments made by the United States as a capital contribution to the Euro- 
pean Payments Union have been included as grants made to Western Europe. 

7In the formal settlement in 1953 of Germany’s debts to the United States, 
these grants have been included as debts to be repaid by Germany. They are 
treated as grants, however, in this study. 
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Several small transfers to the United States and Canada had the com- 
bined effect of offsetting somewhat these loan and grant receipts. 
Western European countries made $1.4 billion of contractual repay- 
ments to the United States and Canada, the largest being made by the 
United Kingdom on wartime loans received from the Canadian Govern- 
ment and from the Reconstruction Finance Corporation; $0.7 billion of 
unilateral transfers to the United States, largely as the 5 per cent coun- 
terpart of U.S. grants; and $0.3 billion of loans to the United States in 
the form of increased holdings of U.S. Government securities by various 
European countries. Of this last amount, $0.2 billion represented one 
half of an offsetting transaction—the investment in the United States 
of the proceeds of a loan made to France by U.S. banks in 1950—which 
has been included for statistical completeness. Western Europe’s net 
receipts of public loans and grants from the United States and Canada 
thus amounted to $20.2 billion, $2.4 billion less than the $22.6 billion 
received from loans, grants, and other transactions during this five-year 
period. 


Transactions with underdeveloped countries 


During the period in which large loans and grants were being re- 
ceived from the United States and Canada, European countries were 
also receiving loans and grants from other countries. The Union of South 
Africa made a $320 million gold loan to the United Kingdom. Latin 
American countries, mainly Argentina and Brazil, made loans of $0.3 
billion to finance exports to Italy, Belgium, Finland, Spain, and France. 
Australia and New Zealand made gifts of $0.2 billion to the United 
Kingdom.® The dominant movement of new loans and grants to coun- 
tries which have been grouped together as underdeveloped was the 
other way, however; $2.7 billion of loans and grants were made by 
Western Europe to underdeveloped countries during the period under 
review. 

Grants made by the United Kingdom, France, Belgium, and the 
Netherlands, mainly to their overseas dependencies, accounted for ap- 
proximately half of this outflow of public funds to underdeveloped areas. 
U.K. grants amounting to $510 million included $220 million to the 
Colonies as budget subsidies and for colonial development, almost two 
thirds of which were development grants made under the Colonial De- 


® India and Pakistan also purchased $710 million of pensions and annuities 
from the United Kingdom, which has been included here as the equivalent of a 
loan received by the United Kingdom. The purchase does not represent a genuine 
canine transfer, however. It was made out of blocked sterling balances specially 
released for this purpose, and thus represents one of two offsetting transactions 
that have been included for statistical completeness only. 
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velopment and Welfare Act of 1945; $135 million spent by the Overseas 
Food Corporation and the Colonial Development Corporation (for 
convenience, these expenditures have been included as grants); and a 
$120 million early postwar grant to Burma. French grants totaling $255 
million were made, mainly as budget subsidies, to France’s overseas 
dependencies; for lack of information, these grants do not include 
financial resources made available to the Associated States of Indo-China. 
Belgian grants of $80 million were made to the Congo to subsidize institu- 
tions concerned with special aspects of development. Netherlands grants 
of $450 million consisted mainly of postwar government advances to 
Indonesia, which were canceled in the settlement preceding the inaugura- 
tion of the Republic of Indonesia in 1949. Together, these various 
grants amounted to $1.3 billion. 

The remaining $1.4 billion of new public funds that were made avail- 
able by Western Europe to underdeveloped countries consisted of loans. 
French loans of $0.6 billion were the largest single source of these loan 
funds. They represented loans made by various public lending agencies 
to territories in the French Union, mainly in North Africa. U.K. loans, 
the next largest source, amounted to $0.5 billion and were made to 
independent sterling area countries and to U.K. Colonies. Most of the 
$330 million of loans made by the United Kingdom to independent 
sterling area countries consisted of Southern Rhodesian borrowing in 
London to finance the purchase and development of its railway system, 
and a reconstruction loan to Burma. Colonial borrowing in London, 
mainly in 1949 and 1950 by East Africa, Malaya, Jamaica, Uganda, 
Northern Rhodesia, and Nigeria, accounted for the other $120 million 
of U.K. loans to underdeveloped countries. Netherlands loans, amounting 
to $85 million, were made to Indonesia; they consisted mainly of Indo- 
nesia’s share of loans received earlier by the Netherlands from other 
countries. Portuguese loans, estimated at $80 million, were made to its 
overseas territories to provide capital for development funds in these 
territories. Belgian and Swiss loans, together amounting to $65 million, 
consisted of purchases of Beigian Congo securities on the capital markets 
of these countries, and the fundings by Belgium of small clearing balances 
outstanding with Argentina. 

The U.K. loans are of particular interest because they were made for 
the most part through the London market. London issues to Colonial 
and Commonwealth Governments amounted to $325 million. Apart from 
the sale in 1950 of $38 million of Belgian Congo securities on the Belgian 
capital market and another $14 million of Congo securities in Switzer- 
land, London was the only source of private European funds for borrow- 


ing by governments of underdeveloped countries during the period under 
review. 
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These loans and grants represented a substantial export of public 
funds from Western Europe. They were slightly greater in amount than 
the $2.6 billion of loans and grants made to (other) underdeveloped 
countries by the United States and thus represented a very large propor- 
tion of public loans and grants received by underdeveloped countries 
from all sources during the period under review. Their significance is 
not reduced by the fact that underdeveloped countries made substantial 
and largely voluntary offsetting capital exports to Western Europe with 
the result that, though $2.7 billion of loans and grants were received 
from Western Europe, the net amount of public financial resources re- 
ceived by underdeveloped countries during the five-year period was 
only $0.6 billion (see pp. 140-49). 


Intra-European movements 


The principal postwar transfers of public funds, as has been noted 
above, were the loans and grants made by the United States to Western 
Europe for relief and other transfers incidental to the termination of the 
war and for economic recovery in Europe. By adding to the resources 
available to the recipient countries, these loans and grants indirectly 
made easier the export of capital to other countries. A large part of these 
transfers of public funds were made to other European countries. 

Some of the intra-European transfers were the direct counterpart of 
U.S. grants. These grant receipts, generally known as conditional 
grants, were part of a program intended to assist in reviving the flow 
of trade and payments within Europe and so to accelerate the economic 
recovery of the region as a whole. Under the two Agreements for Intra- 
European Payments and Compensation that were in effect from October 
1948 through June 1950, the United States provided aid to participating 
creditor countries, conditional upon the granting by these countries of 
equivalent drawing rights in their own currencies to an amount equal 
to the surplus in their trade with other participants. During this period, 
the United States granted $1.3 billion of such conditional aid. At the 
inception of the European Payments Union, which succeeded the Intra- 
European Payments Agreements of 1948-49 and 1949-50, an additional 
$0.2 billion was provided by the United States under similar conditions 
to members who were then expected to be in a strong payments position 
and who provided special facilities to the Union in the form of initial 
debit balances. Members who were expected to be in a weak payments 
position were provided by the Union with special facilities in the form 
of initial credit balances. As these initial debit and credit balances 
and the drawing rights granted and received were utilized, the intra- 
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European grants that arose directly out of the receipts of aid from the 
United States became effective.° 

Intra-European grants arising out of the receipt of conditional aid 
were, however, only a part of the intra-European movements of public 
funds during the period. As a means of financing deficits incurred during 
the period, drawing rights granted under the two payments agreements 
covered only one third of the $# billion of gross deficits that had to be 
financed. The bulk of these deficits was actually covered by changes in 
bilateral balances, more than half of which represented the receipt of new 
bilateral credits. Ordinarily these movements in balances, which resulted 
in accumulations of unfunded intra-European debt, would not be con- 
sidered long-term capital movements. At the inception of EPU, how- 
ever, as a result of bilateral negotiations to determine how these balances 
were to be used, it was agreed that in some cases the balances should be 
funded and subject to regular amortization through EPU over two years 
or more, and that in other cases they could be used by the holders as 
“existing resources” for future settlements of deficits incurred with the 
Union. These two groups of debts have accordingly been included as 
long-term loans. They represent the loan component of the public long- 
term capital that was transferred between European countries as part 
of the coordinated effort made to raise the level of trade and payments 
within Europe. 

Though these particular loans and grants accounted for most of the 
loans and grants made within Europe during the five years under re- 
view, there were also some other public financial transfers. The United 
Kingdom made more than $0.6 billion of grants, mainly to Germany, 
for early postwar relief and rehabilitation. Germany made more than 
$0.3 billion of reparation payments to Western European countries.!° 
Loans were also made by Belgium to the Netherlands through earlier 
fundings of the Netherlands’ debts to Belgium; by Sweden to various 
countries; and by Switzerland to public borrowers in various countries, 
mainly in France, Belgium, and the Netherlands. The Swiss loans were 
made by banks or through the sale of public securities in Switzerland. 

Taken together, all these various intra-European loans and grants 
amounted to $4.6 billion through 1950; $3 billion were grants and $1.6 
billion were loans. The United Kingdom, Belgium, and Germany were 
the principal sources of the loans and grants; Germany, the United 
Kingdom, France, and the Netherlands were the principal recipients. 


® Except for $1 million of Norway’s initial credit balance that was utilized in 
this period in the form of a loan. 


10 This amount represents reparations estimated to have been paid by Germany 
to Western European countries. 
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On a net basis, after offsetting the loans and grants and also the repay- 
ments that were both made and received by most of the countries that 
have been mentioned, the United Kingdom, Belgium, Italy, and Sweden 
appear as the principal net exporters of public funds to European coun- 
tries. Greece, Norway, the Netherlands, France, Austria, Germany, and 
Denmark were the principal recipients of these net transfers of public 
capital and grants within Europe (Table 7). 


TaBLE 7. Net IntRa-EvuROPEAN MovEMENTS OF PuBLIc LoNG-TERM 
CaPITAL AND Grants, 1946-50 








Billion Billion 
Principal Net Exporters U.S. Dollars Principal Net Importers U.S. Dollars 

United Kingdom............. 0.9 (Oe oe 0.4 
Belgium-Luxembourg......... 0.6 LG eee 0.4 
je EM Fe CUS Bae Pig Pe Ee 0.5 Netherlands.......... 0.4 
Bwideti be died seek dacwswini 0.3 BYamnee:.. 6... ces 0.3 
pS eee eee 0.1 Austria............... 0.2 
Switzerland.................. 0.1 Germany............. 0.2 

Denmark............. 0.2 





Other transactions with international organizations and Eastern Europe 


Western European countries also made available $1.2 billion as gold 
and dollar capital subscriptions to the International Bank and the 
International Monetary Fund and as contributions to UNRRA and 
other international relief organizations. Despite these large contribu- 
tions, Western Europe was a net recipient of $1.5 billion of public loans 
and grants from international organizations. 

The $570 million received from the Fund, largely by the United 
Kingdom, France, and the Netherlands, exceeded the $525 million of 
capital subscribed by Western European countries—the principal sub- 
scribers being the United Kingdom, France, the Netherlands, and Bel- 
gium. Loans received from the International Bank, mainly by France 
and the Netherlands, amounted to $535 million, compared with $75 
million made available to the Bank through capital subscriptions and 
through bond sales in Switzerland. Grants received from international 
relief organizations amounted to $1.7 billion, compared with $0.6 
billion of contributions that were made to these organizations. Most of 
these contributions were made to UNRRA in the immediate postwar 
period, and more than three fourths of the total grants by the relief 
organizations were made by UNRRA just after the war, principally to 
Italy, Yugoslavia, Greece, and Austria. Grants by the International 
Refugee Organization to unspecified areas but assumed to have been 
disbursed in Western Europe accounted for most of the remainder. 
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Loans and unilateral transfers by Western European countries to 
Eastern Europe totaled $0.6 billion; they were mainly reparations paid 
by Finland to the U.S.S.R., and loans by Sweden, the United Kingdom, 
and Yugoslavia to the U.S.S.R., Poland, Czechoslovakia, and Albania. 
Denmark and Norway also made small loans to Eastern Europe. The 
net transfer was $0.2 billion less because of repayments and reparations 
received by the United Kingdom and Yugoslavia, respectively, from 
Eastern Europe. 


Net receipts 


Through the transactions reviewed above, Western European coun- 
tries received $30.7 billion in loans and grants from all sources: $14.3 
billion as loans and $16.4 billion as grants. During this same period, 
Western European countries also made available $6 billion in grants and 
$4 billion in loans. Together with repayments made and received, which 
were largely offsetting, Western Europe thus received $20.6 billion, 
net, of public funds from the rest of the world. 

Because of the extent to which the countries that made loans and 
grants were also large recipients of public capital and grants and at the 
same time received and made repayments to other countries, the net 
amount of public funds transferred to or from each of these countries is 
not immediately apparent. The United Kingdom and France, for exam- 
ple, were the two largest European recipients of loans and grants, with 
the United Kingdom alone accounting for one third of the total received 
by Western Europe. These same two countries, however, were also the 
largest European sources of loans and grants, with the United Kingdom 
accounting for over one third of the loans and grants made available by 
Western Europe. The over-all net positions of selected countries are 
summarized in Table 8. These net positions include transfers made to 


TaBLE 8. Net Movements oF Pusiic Lona-TERM CAPITAL AND 
GRANTS TO AND FROM WESTERN EUROPEAN COUNTRIES, 
1946-50 
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Net Exporters U.S. Dollars Net Importers U.S. Dollars 
Sweden............... 0.3 United Kingdom........... 6.2 
Finland. ............. 0.2 Prame@ii. 6 oi wake. hd 4.3 
Portugal............. 0.2 Germany. ...........-.e000. 3.4 
Switzerland.......... 0.1 MOA eke or Se cad cues a 1.6 
Belgium.............. 0.1 Netherlands................ 1.3 

WONG Ss JcssoilieusaNe4 1.1 
PURI. 5 ic ee esi S ids 1.1 
BYE GONGTS 6 og win cee cas 2.5 
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and from these countries and all other countries, both within Europe 
and abroad. 


Movements to and from International Organizations 


Except for movements of public funds to and from international or- 
ganizations, the public financial transactions which are the subject of 
this study consist of transfers between countries. International organiza- 
tions are financial intermediaries rather than original sources or final 
recipients of loans and grants. They were set up for the specific purpose 
of providing channels through which resources made available by a 
group of countries could be transferred to other countries. Contributions 
to international relief organizations, for example, are in effect grants by 
contributing countries through these organizations to various recipient 
countries; the situation is similar in respect of capital subscriptions to 
the International Monetary Fund and the International Bank. 

Because international organizations provide intermediate channels 
for the transfer of financial resources, an element of double counting is 
introduced by showing separately the movements of public funds to and 
from these organizations. In this study, however, they are shown sepa- 
rately, first, because it is the only way in which a proper geographical 
distribution of transactions may be made, and secondly, to provide a 
basis for evaluating the extent to which indirect channels for the trans- 
fer of public funds were in fact provided by these organizations. 

The international organizations referred to are the International 
Bank for Reconstruction and Development (IBRD), the International 
Monetary Fund (IMF), the United Nations Relief and Rehabilitation 
Administration (UNRRA), the International Refugee Organization 
(IRO), the United Nations International Children’s Emergency Fund 
(UNICEF), two organizations concerned with relief for Palestine refu- 
gees—the United Nations Relief for Palestine Refugees (UNRPR) and 
the United Nations Relief and Works Agency for Palestine Refugees in 
the Near East (UNRWAPRNE)—the World Health Organization 
(WHO), and the Food and Agriculture Organization (FAO). Although 
the two last-named agencies are not relief agencies, they are included — 
here under international relief organizations for simplicity. The amounts 
contributed by them for technical assistance—a minor fraction of the 
$3.4 billion made available by relief agencies—are therefore included 
with relief grants. 

As a group, international organizations were net recipients of $2 billion 
of public capital and grants." IBRD capital subscriptions paid in gold or 
dollars and through 18 per cent releases, together with receipts from the 


11 Appendix Tables 24 and 25. 
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sale of IBRD bonds, exceeded the Bank’s loan disbursements in all 
currencies by $0.4 billion; gold, and local currencies where utilized, sub- 
scribed to the IMF were $1.5 billion greater than IMF loans disbursed;!* 
and contributions to international relief organizations were $0.2 billion 
greater than the grants made by them. These organizations were, never- 
theless, important channels through which public funds were made 
available to particular areas. The dominant pattern was the transfer of 
funds received from the United States to other areas, mainly Europe. 

From 1946 through 1950, the operations of the International Bank for 
Reconstruction and Development consisted largely of lending U.S. dollars 
to Western European countries. Of the $1.1 billion received by the 
IBRD from paid-in capital subscriptions and from bond sales, $0.9 
billion (87 per cent) came from the United States, while $535 million 
(83 per cent) of the $645 million disbursed by the Bank in this period 
went to Western Europe. 

The predominance of European loans reflects the early postwar opera- 
tions of the Bank: $500 million of the $645 million disbursed by the 
Bank went to four Western European countries, but principally to 
France and the Netherlands, in 1947 and 1948 for their general recon- 
struction. In 1949 and 1950, by contrast, only $35 million of the $145 
million disbursed was for Western Europe. Since 1949 most of the Bank’s 
loans have been to its underdeveloped member countries, with India 
and Latin America—mainly Brazil and Mexico—accounting for most 
of the $110 million disbursed to non-European member countries. 

The international relief organizations also provided a channel through 
which U.S. resources for the most part were transferred to European 
countries; $2.5 billion of the $3.6 billion received as contributions came 
from the United States, while four fifths of the grants made by these 
agencies were to European countries. Austria, Greece, Italy, and Yugo- 
slavia received most of the international relief grants to Europe. 

Receipts and disbursements of the United Nations Relief and Rehabili- 
tation Administration in 1946 accounted for most of the transactions of 
the international relief agencies: 80 per cent ($2.9 billion) of the $3.6 
billion received by all the relief agencies were contributions to UNRRA; 
and grants made by UNRRA, as a proportion of the grants made by 
these agencies, were even higher. UNRRA’s predominance does not 
alone account for the geographical concentration of relief grants, how- 
ever; the grants of all the relief agencies were oriented toward Europe. 
While European countries received three fourths of all UNRRA grants, 


12 Capital subscriptions to the IBRD and the IMF represent investments rather 
than loans or grants, but they have been recorded as long-term loans throughout 
this study. Local currency subscriptions to the IBRD have been included only 
when released; local currency subscriptions to the IMF, only when utilized. 
Currency sales by the IMF have been recorded as loans. 
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they received an even higher proportion of the $520 million granted by 
the other relief organizations, mainly IRO and UNICEF. (IRO grants 
are not clearly allocable by country, but they are assumed to have been 
disbursed for the benefit of European countries.) Only about one fifth 
($725 million) of the grants made by all the international relief organiza- 
tions were for underdeveloped countries, and of these, $615 million were 
UNRRA grants to China in 1946. 

Like the International Bank and the international relief organizations, 
the International Monetary Fund also provided a channel for the transfer 
of funds from the United States to Western Europe—$760 million of the 
$780 million of members’ currencies sold by the Fund were U'S. dollars, 
and 75 per cent of these sales were to Western European countries. 
Europe’s capital subscriptions to the Fund, however, were large in rela- 
tion to the currencies purchased during this period. Next to the United 
States, which made available almost two thirds of the $2.3 billion re- 
ceived by the Fund from members’ gold subscriptions and from local 
currency subscriptions where utilized, European capital subscriptions 
were the largest; they amounted to $525 million, almost equal in amount 
to the $570 million received by Western Europe through currency pur- 
chases from the Fund (Table 5). The United Kingdom and France were 
the two main European transactors with the Fund. They made more 
than two thirds of the European capital subscriptions to the Fund and 
accounted for three fourths of the Fund’s currency sales to Western 
Europe. 

As in the IBRD, the predominance of IMF currency sales to European 
countries is a reflection of the early postwar operations of the Fund. 
European currency sales in 1947-48 accounted for $560 million of the 
$675 million of currencies sold to all countries. In 1949, by contrast, 
European currency sales amounted to only $10 million, compared with 
$90 million to underdeveloped countries. India, the Union of South 
Africa, Australia, and Brazil accounted for most of the currencies 
purchased by non-European countries. No currencies were sold by the 
Fund in 1950. 


Movements to and from Underdeveloped Countries 


Underdeveloped countries have been defined as including the overseas 
dependencies of Western European countries, the non-European inde- 
pendent sterling area, Latin America, and an ‘other countries” group 
consisting of China, Egypt, Ethiopia, Indonesia (in 1950), Iran, Israel, 
Korea, Lebanon, Liberia, the Philippines, Saudi Arabia, the Sudan, 
Syria, and Thailand. In this final section, summarized in Tables 26-31 
(Appendix ITI), various transactions to which scattered references have 
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been made are brought together for the purpose of reviewing the extent 
to which these countries participated in the postwar movements of 
public long-term capital and grants. 

There is one important difference between the transfers of public funds 
to underdeveloped areas and those which have been discussed in earlier 
sections. Whereas receipts of public capital and grants of Western Europe 
financed the bulk of its net imports of resources from the rest of the 
world, public long-term capital and grants were not the major means of 
financing the net imports of goods and services of underdeveloped areas. 
Latin America and the independent sterling area were, in fact, net ex- 
porters of public funds during the period under review. As pointed out 
early in this paper (p. 119), however, these two groups of countries were 
large net recipients of resources from the outside world. They drew down 
their official gold and foreign exchange reserves by $4 billion and received 
an additional $2 billion of short-term and private long-term capital. 
Because the following discussion is confined to the public long-term com- 
ponent of international financial transactions of underdeveloped areas, 
these large capital receipts are not included. Latin America and the 
independent sterling area accordingly appear as net exporters of public 
funds, and underdeveloped countries as a group appear as correspond- 
ingly small net recipients of public financial resources from the rest of 
the world. These are limitations which, of course, apply to any discussion 
of only part of the financial flows to and from any given area. They do 
not detract from its significance, however, as long as the restricted scope 
of the data is appreciated. In the following paragraphs, the discussion 
is confined to reviewing the extent to which resources were transferred 
to and from underdeveloped countries through movements of public 
long-term capital and grants during the first five postwar years. 

As a group, underdeveloped countries received $6.4 billion in new 
loans and grants from the rest of the world (Table 9). These loans and 
grants were received principally, and in equal amounts, from the United 
States and Western Europe. European loans and grants amounted to 
$2.7 billion, and U.S. loans and grants, to $2.6 billion. To some extent, 
the loans and grants received from Western Europe represented an in- 
direct transfer of public funds which originated in the United States 
and Canada (see pp. 119-23). Nonetheless, they amounted to a substan- 
tial export of European public financial resources. They appear particu- 
larly large in terms of a comparison of loans and grants intended specifi- 
cally for general economic development, for the largest part of Europe’s 
loans and grants to underdeveloped countries represented new public 
funds made available for development, whereas most of the loans and 
grants made by the United States were for relief and for transfers arising 
out of the termination of the war. Loans and grants received from sources 
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TaBLE 9. Loans anp Grants RECEIVED BY UNDERDEVELOPED 
CountRIEs, 1946-50! 


(In billions of U.S. dollars) 





Independ- Other Under- All Under- 
Latin European ent Sterling developed developed 





America Dependencies Area Countries? Countries 
Western Europe........ 13 2,125 485 51 2,674 
United States.......... 597 57 47 1,944 2,645 
International relief or- 
ganizations........... 2 — 28 693 723 
IMF, IBRD, Canada 146 15 168 54 383 
27) ee ee eee 758 2,197 728 2,742 6,425 
Grants. ... 2.00... 138 1,188 181 2,169 3,676 
Oans. .268 decane: 620 1,009 547 573 2,749 





1¥For basic data, see Table 26, which also includes repayments and transac- 
tions in other long-term foreign assets. 

2 Primarily Mainland China (1946-49), Formosa (1950), South Korea, and the 
Philippines. 


other than Western Europe and the United States amounted to $1.1 
billion and consisted mainly of $0.6 billion of UNRRA grants made to 
China just after the war and of $0.4 billion of loans made to various 
countries by the International Monetary Fund, the International Bank, 
and Canada. 

Grants accounted for the greatest part ($3.7 billion) of the loan and 
grant receipts. The largest were the grants by the United States to China, 
Korea, and the Philippines; UNRRA aid to China; and grants by 
European countries to their dependencies. Loans amounted to $2.7 
billion, $1 billion of which was received from Western Europe by the 
European dependencies. The remaining loans were received in roughly 
equal amounts by each of the other underdeveloped country groups. 

Though most of these loans and grants were made by governments, 
loans which took the form of private lending to public borrowers —either 
lending by private banks or lending through private purchases of public 
securities—were also important. They accounted for one sixth of the 
$2.7 billion of loans received by underdeveloped countries through 1950 
(Table 10). Practically all of these private loans were made through 
Western European capital markets. Public long-term securities issued 
in the United Kingdom, and also in small amounts in Belgium and 
Switzerland, accounted for $380 million of the $470 million of private 
loans to public borrowers in underdeveloped countries. Private European 
bank lending was negligible. By contrast, private U.S. lending, which 
amounted to only $75 million, was mainly by private banks. (This does 
not include private bank participation in loans made by the Export- 
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TaBLE 10. Loans RECEIVED By UNDERDEVELOPED CouNTRIES, 1946-50 
(In millions of U.S. dollars) 





Private 


Loans to 
Loans by Public Total Loans 
Governments! Borrowers Received 





Latin America 

European dependencies 
Independent sterling area 
Other underdeveloped countries 





1 Including the International Monetary Fund and the International Bank for 
Reconstruction and Development. 


Import Bank.) The private European loans were extended entirely to 
either their overseas dependencies or independent sterling area coun- 
tries. Most of the corresponding loans by the United States were to 
Latin America. 

In relation to the total amount of public loans and grants made 
throughout the world, the $6.4 billion of loans and grants that were re- 
ceived by underdeveloped countries were small, accounting for only 
about one eighth of all the loans and grants made. The net amount of 
resources received by underdeveloped countries through transfers of 
public funds was even smaller, however, for during the period in which 
these new public loans and grants were being received, underdeveloped 
countries as a group made available $3.4 billion to the rest of the world 
through loans, grants, and net repayments and repurchases of bonds and 
other assets. They were, therefore, net recipients of only $3 billion of 
public funds (Table 11). 

The United States was the main source of these net public loans and 
grants. It accounted for $1.8 billion, compared with $1.1 billion for 
Western Europe and international relief organizations together. Though, 
on a gross basis, Western Europe was the largest single source of the 
loans and grants received by underdeveloped countries, it was a small 
net exporter of public funds to underdeveloped countries because it was 
the principal recipient of the public capital outflows from these countries. 
As these capital outflows were mainly from Latin America and the 
independent sterling area, Western Europe remained a large net exporter 
of public funds to its dependencies, larger in fact than the total net 
export of public financial resources from the United States to all under- 
developed countries. Western Europe was a net recipient of public 
capital from Latin America and the independent sterling area, however. 
And for these two areas, public capital exports exceeded their total 
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TaBLeE 11. Ner Pusiic Loans anp Grants RECEIVED BY UNDERDEVELOPED 
CounTRIES, 1946-50! 


(In millions of U.S. dollars) 





Receiving Countries 





Other 
Independ- _Under- 
; European ent Sterling developed 
Paying Countries Latin America Dependencies Area Countries 





United States —47 30 —122 = 1,988 
MORAAUG oo 5 oo cesic et od needes _— 15 49 
Western Europe —1,244 2,118 16 
Eastern Europe -11 —36 
IMF —37 —31 
57 18 -ll 

International relief organ- 
ABQULODES 5. o05.6:5 655.055 0:0 000s: —70 —125 673 
Other countries?.......... —15 —19 — 
2,648 


—1,367 —480 





1 No sign indicates net inflow; minus sign indicates net outflow. 
2 Includes unallocated transactions. 


public loan and grant receipts, making them, unlike the two other under- 


developed country groups, net exporters of public funds to the rest of 
the world. 


EXPORTERS OF Pusiic Funps 


Latin America 


From 1946 through 1950, Latin American countries received almost 
$0.9 billion from loans and grants and from small repayments of loans 
made earlier to other countries (Table 12). The bulk of these resources 
consisted of $0.6 billion of loans and grants received from the United 
States ($0.4 billion of Export-Import Bank loans made mainly to 
Mexico, Chile, Brazil, Colombia, and Bolivia, and a variety of small 
grants, surplus property loans, and private loans to public borrowers). 
The public funds received from sources other than the United States 
were $0.2 billion received from the International Bank and the Inter- 
national Monetary Fund, principally by Brazil and Mexico, and $0.1 
billion received, mainly by Argentina, from repayments on loans made 
earlier to Western Europe. 

Despite these receipts, Latin American countries as a group were net 
exporters of almost $1.4 billion of public funds to the rest of the world. 
In part, this net export reflects $0.2 billion of repayments to the United 
States and $0.2 billion of gold and dollar capital subscriptions to the 





| = | oO Nc ae = 


MOVEMENTS OF LONG-TERM CAPITAL AND GRANTS 145 


TaBLE 12. INTERNATIONAL MovEMENTs oF Pusiic LoNG-TERM CaPITAL 
AND GRANTS TO AND FROM LaTIN AmeEnRIcA, 1946-50 


(In millions of U.S. dollars) 





Inflow Outflow Net Movement! 





Intergovernmental loans 
430 
Repayments 
Private direct loans to public borrowers 


Repayments 
Transactions in government bonds 


Repayments 
Transactions in other assets 
Grants 





1 No sign indicates net inflow; minus sign indicates net outflow. 


International Bank and the International Monetary Fund and as con- 
tributions to international relief organizations. Primarily, however, it 
reflects the purchase of more than $0.9 billion of railways and other utili- 
ties from the United States and Western Europe, cash payments of 
more than $0.5 billion for the repatriation of bonded debt, and the ex- 


tension of $0.3 billion of new loans to European countries. 

Argentina accounted for most of these exports of public funds. Its 
loans to European countries, principally to Spain, Belgium, Italy, Fin- 
land, and Rumania, amounted to more than $0.2 billion of the $0.4 billion 
of loans by Latin American countries to all other areas. More important, 
however, through the purchase of its British-owned railways and also 
through the purchase of U.S.- and French-owned utilities and U.S.- and 
European-held bonded debt, Argentina accounted for $1 billion of the 
$1.5 billion of debt repatriations and purchases of other assets by Latin 
American countries. It thus made available more than $1.2 billion of the 
$2.2 billion of public funds that were transferred from Latin America to 
other countries. Brazil, the next largest public capital exporter, was 
responsible for only $0.3 billion of similar capital outflows; and other 
countries, principally Mexico, Uruguay, Peru, and Cuba, for lesser 
amounts. 

Most of these capital exports were to Western Europe. Dominated by 
the Argentine railway purchase, purchases of European-owned bonded 
debt and railways and other utilities, and loans to European countries, 
amounted to $1.3 billion, almost $1 billion of which represented capital 
exports to the United Kingdom. These exports to Western Europe were 
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considerably greater than the $0.5 billion of public capital exported to 
the United States. 

Perhaps the most interesting aspects of these transactions is that, for 
the Latin American countries concerned, they represented a voluntary 
allocation of resources to purchase foreign-owned investments, to re- 
purchase outstanding foreign-held bonded debt, and to make new loans, 
At any time, a country or group of countries may be a large public 
capital exporter because of contractual repayments on earlier borrowing 
which exceed current public capital inflows; but this was not the case 
for Latin America. 


The independent sterling area 


Like Latin America, the independent sterling area—India, Pakistan, 
Burma, Ceylon, Iraq, Jordan, Southern Rhodesia, Australia, New Zea- 
land, and the Union of South Africa—was a net exporter of public funds 
in the period under review. Though these countries received $1.1 billion 
in public long-term loans, repayments, and grants from the rest of the 
world, they made available to other areas $1.6 billion of public capital 
and grants during this same period. They were accordingly net exporters 
of $0.5 billion.'4 

Apart from the repayment by the United Kingdom of the $0.3 billion 
gold loan received from the Union of South Africa, the principal com- 
ponents of the independent sterling area’s public loan and grant receipts 
were $0.1 billion received by India from the International Monetary 
Fund and the International Bank; $0.2 billion, part loan and part grant, 
received by Burma from the United Kingdom for its reconstruction; 
and $0.2 billion received by Southern Rhodesia from securities floated 
in London. During the period in which these loans, repayments, and 
grants were received, however, Southern Rhodesia used $0.1 billion of 
the proceeds of its security sales for the purchase of its British-owned 
railways; South Africa transferred $0.1 billion to the United States in 
settlement of lend-lease and other war accounts; and Australia con- 
tributed $0.1 billion to international relief organizations. In addition, 
Australia and New Zealand together repatriated $0.5 billion of foreign- 
held debt, mainly from the United Kingdom, and made $0.2 billion of 
grants to the United Kingdom. These transactions, together with the 
$0.3 billion South African gold loan to the United Kingdom and other 
lesser transactions, accounted for the outflow of $1.6 billion from the 
independent sterling area and for the consequent position of the area as 
a net exporter of public funds during this period. 

13 Appendix II contains a more detailed discussion of the $1.5 billion of debt 
repatriations and repurchases of foreign assets that were made by Latin American 
countries from 1946 through 1950. 


14 These figures do not include $1 billion of offsetting transactions arising out 
of releases of blocked sterling balances, which are included in Table 13. 
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TaBLE 13. INTERNATIONAL MovEMENTS oF PuBLic LoNG-TERM CAPITAL 
AND GRANTS TO AND FROM THE INDEPENDENT STERLING 
AREA, 194 


(In millions of U.S. dollars) 





Net 
Inflow Outflow Movement! 





Intergovernmental loans 
318 
Repayments 347 
Transactions in public securities on 
2 


Repayments ; oe 
Transactions in other foreign assets 1,016 
Grants 181 


PA o/s gee OS ea hee Sha bok OoLeS 2,091 





1No sign indicates net inflow; minus sign indicates net outflow. The $1,016 
million received from transactions in other foreign assets refers to blocked ster- 
ling balances released to India and Pakistan for the purchase of pension an- 
nuities and to India for the purchase of defense stores and the repatriation of 
bonded debt from the United Kingdom. The offsetting purchases of annuities 
_ are included as intergovernmental loans; the purchase of defense stores, as a 
transaction in other foreign assets. No other releases of sterling balances have 
been included in this study. 

2 Includes $19 million of private direct loans to public borrowers. 


The similarity between the net position of the independent sterling 
area and that of Latin America is not restricted to the fact that both 
areas were net exporters of public funds during the same period. For the 
most part, they were net exporters to the same area. The exports of 
public funds of the independent sterling area were also made to Western 
Europe, mainly through repatriations of bonded debt from the United 
Kingdom. Furthermore, as in Latin America, two countries largely 
accounted for the net export capital position of the independent sterling 
area as a whole. Australia and New Zealand alone exported $0.8 billion, 
net, of public capital, offset only in part by the net receipts of Burma 
and Southern Rhodesia, the principal recipients of public capital and 
grants from abroad. Moreover, like Latin America, the independent 
sterling area was also a large recipient of foreign capital in the aggregate. 
On public long-term capital account, however, which excludes releases 
of sterling balances except for the $1 billion of offsetting transactions 
with India and Pakistan, noted in Table 13, both these areas were sub- 
stantial exporters of public funds. 


ReciPrents oF Pusiic CaPiITaL AND GRANTS 
European dependencies and other underdeveloped countries 


Unlike Latin American and the independent sterling area, the remain- 
ing underdeveloped countries were net recipients of public long-term 
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capital and grants from the rest of the world. They accounted for the 
whole of the $3 billion which was in fact received net by all underde. 
veloped countries together through 1950. These remaining countries 
consist of two groups: (1) the European dependencies and (2) 14 other 
countries in the Middle and Far East—China, Egypt, Ethiopia, Indo- 
nesia (in 1950), Iran, Israel, Korea, Lebanon, Liberia, the Philippines, 
Saudi Arabia, the Sudan, Syria, and Thailand—which do not belong to 
any of the other three country groupings used in this study. 

The European dependencies received $2.2 billion of public funds, 
practically all as loans and grants from Western Europe. The details of 
these loan and grant transactions are given above (pp. 132-34). An 
examination of these details as a whole, however, suggests two obser- 
vations. The first relates to the concentration of these transfers by 
area. The dependencies of France, of the Netherlands, and of the 
United Kingdom were the principal recipients of the public funds trans- 
ferred to European dependencies; they received $2 billion of the $22 
billion received by all the dependencies. The second observation relates 
to the form in which these transfers were made. Grants amounting to 
$1.2 billion were only slightly greater than the $1 billion of loans received 
by the dependencies. Most of the grants were received by the British, 
Dutch, and French dependencies. Of the loans, almost two thirds were 
accounted for by French loans to North Africa; the remainder were 
sales of British Colonial and Belgian Congo securities in the United 
Kingdom and in Belgium and loans made by the Netherlands and 
Portuguese Governments to their respective dependencies. 

The 14 other underdeveloped countries as a group received $2.7 
billion of net public funds in the period under review, $2 billion from the 
United States, and $0.7 billion from international relief organizations, 
principally UNRRA. Three countries—China, Korea, and the Philip- 
pines—accounted for $2.4 billion, or almost 90 per cent, of this total; 
Israel, and Indonesia (in 1950), for most of the $0.3 billion received by 
the remaining 11 countries. 

The predominant characteristic of these last receipts of public funds, 
which largely distinguishes them from the public funds received by Latin 
America, the independent sterling area, and the European dependencies, 
is their emphasis on assistance for postwar relief and rehabilitation and 
for the settlement of war accounts. UNRRA grants to China and US. 
loans and grants to China, Korea, and the Philippines for these purposes 
accounted for most of the $2.7 billion received by “other underdeveloped 
countries”. In their almost exclusive concern with relief and the restora- 
tion of war damages, they are to be distinguished from public transfers 
to other underdeveloped countries, which were more directly associated 
with new investments in the receiving countries. 

More than three fourths of the total net public capital and grant re- 
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ceipts of these ‘‘other underdeveloped countries” was received as grants: 
$0.7 billion was received from international relief organizations and 
$1.4 billion from the United States. Net public capital receipts from 
intergovernmental loans and from transactions in public securities and 
other assets together amounted to only $0.5 billion. 


Appendix I. Definitions of Terms 


The variety of transactions in public funds in the period reviewed by this 
study (1946-50) has made it necessary to adopt a set of uniform definitions. The 
following definitions have been used. 


Public funds 


Transfers of public funds include transactions in public long-term capital, and 
public unilateral transfers, such as grants. 


Public capital transactions 


Public capital transactions are transactions involving a transfer of resources 
between countries to which at least one party is a government or which affect the 
long-term foreign asset and liability position of a government. They include 
(1) capital transactions in any form to which one party, either directly or through 
its guarantee, is a government or official institution; (2) transactions in which 
government securities are involved; and (3) capital transactions that would not 
have occurred without government initiative, even though private in form, e.g., 
the forced repatriation of foreign-held securities. This, however, does not in- 
clude private issues made with the authorization of a capital issues committee. 

Only those transactions that could be identified as falling under one of the 
above headings have been considered. 

Though most of the public capital movements of the period reviewed consisted 
of ae lpg transactions, public capital movements have been defined 
as broadly as possible to include transactions that are public, whether classified 
by source or by destination. Borrowing through the sale of public securities to 
private parties, for ee is as relevant to a record of the impact of government 
on transfers of resources between countries as borrowing from another government 
or from an international organization. Public capital transactions therefore in- 
clude new _— borrowing in foreign markets and the retirement of outstanding 
bonded debt, as well as drawings on public loans, the repayment of public loans, 
releases from blocked balances for capital transactions, and consolidations of 
=— public debt where the short-term debt has been incurred during the 
period. 

The only transactions included to which at least one party has not been a 
government are purchases and sales of outstanding public securities by private 
parties. Though quantitatively small, these have been distinguished from trans- 
actions in outstanding private securities and included because they affect the 
external asset and liability position of a government and, in this regard, are com- 
mensurate with other government debt transactions. 


Long-term loans 


Long-term loans have been defined as loans with maturities of more than one 
year. Loaus of shorter maturities and repayments on these short-term loans have 
not been included in this study. Their inclusion would have meant a census of 
commercial credits in all their various forms—an obviously tremendous, if not 
impossible, task. 


Loans and repayments 


Loan transactions cover disbursements under formal loan agreements and new 
borrowings through the sale of public securities in foreign capital markets. Loans 





150 INTERNATIONAL MONETARY FUND STAFF PAPERS 


for refunding purposes are not included. Repayments cover the contractual 
amortization of long-term loans and repurchases of public securities and other 
assets from foreign holders. 

Transactions in outstanding public securities have been included as the equiva- 
lent of new lending or repayment. The only important recorded transactions of 
this type have been between the United States and Canada. The purchase of 
outstanding U.S. Government securities from the United States by Canadians is 
recorded as new lending by Canada to the United States, and the purchase of 
outstanding U.S. Government securities by U.S. residents from Canadians is re- 
corded as repayment to the United States by Canada. 

Financial agreements that represent the consolidation of accumulated short- 
term debts into long-term obligations have been recorded as long-term loans 


granted at the date of consolidation where the short-term loans have been made 
during the period. 


Granis 


Grants include all public unilateral transfers other than grants for military 
assistance.!5 Military grants have not been included because they do not represent 
a transfer of resources to the civilian economy of the receiving country in the 
same sense that other grants do. For the most P 


art, they represent transfers of 
military items that presumably would not have been acquired without this aid." 


The inclusion of military aid would thus exaggerate the extent to which foreign 
aid adds to the resources of the civilian economy of the recipient country. 

Drawing rights extended under the Intra-European Payments Agreements 
have been recorded as grants. 

Except for the use of initial debit or credit balances or of existing resources 
(p. 184), settlements of accounting surpluses and deficits with the European 
Payments Union have been considered as short-term capital movements and 
therefore have not been included. 


Net inflows and outflows 


For any country or area, net inflows or outflows of public funds represent the 
net additions to or withdrawals from the aggregate resources of the country or 
area resulting from movements of public capital and grants. The direction and 
magnitude of the net movement is obtained by deducting gross outflows (or 
inflows) of public funds, i.e., the sum of gross loans, repayments, and grants, 
from gross public fund receipts (or payments). 


Underdeveloped countries 


To approximate conveniently the public funds transferred from ‘‘developed” 
to ‘“‘underdeveloped”’ areas, an ‘“‘underdeveloped country’”’ grouping has been set 
up. This grouping is really a residual. It consists of all countries other than the 
United States, Canada, European countries, and Japan. Specifically, the term 
“underdeveloped countries” refers to non-European sterling area countries, 
Western Europe’s dependent overseas territories, all Latin American countries, 


and an “other underdeveloped countries’? group consisting of China, Egypt, 
Ethiopia, Iran, Israel, Korea, Lebanon, Liberia, the Philippines, Saudi Arabia, 
the Sudan, Syria, and Thailand. Indonesia is included in the ‘‘other countries” 
group in 1950. 


For some purposes, such European countries as Greece, Turkey, and Yugo- 





15 Small unilateral transfers to cover administrative expenses, e.g., grants to 
international relief organizations for this purpose, have not been included. 

16 The construction, with military aid, of facilities that are, at the same time, 
of use to the civilian economy represents a net addition of resources to the civilian 


economy of the recipient country. The magnitude of this increment is not meas- 
urable, however. 
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slavia, which have been listed under Western Europe and therefore as ‘‘advanced”’ 
countries, might be more appropriately listed as underdeveloped countries, and 
such independent sterling area countries as Australia and New Zealand might be 
more appropriately listed as “advanced,” rather than ‘‘underdeveloped,” coun- 
tries. These countries have not been so listed because reclassification would imply 
a precise, and in particular instances, a correspondingly controversial, definition 
of an underdeveloped country and would —- involve an excursion into 
questions that are outside the concern of this study. The effect of these countries’ 
transactions on the regional aggregates is ascertainable from the tables. 


Other countries 


In addition to the ‘‘other underdeveloped countries’’ defined above, an ‘‘other 
countries” group is shown in Table 5 and Appendix Tables 14-18. This grouping, 


which is used in only these global summary tables, includes the fourteen ‘‘other 
underdeveloped countries”’ and Japan. 


Appendix IT. Latin American Purchases of Foreign 
Investments and Repatriations of Bonded 
External Debt, 1946-50 


Purchases of foreign-owned investments and repatriations of bonded external 
debt accounted for $1.5 billion of the $2.2 billion of gross public funds that were 
transferred from Latin America to the rest of the world from 1946 through 1950. 
Because of the size of this public capital outflow, this Appendix discusses in some- 
what greater detail than the summary textual references the nature of these trans- 
fers and the sources from which they were financed. In addition, since the reduc- 
tion during this period in the nominal value of Latin America’s bonded external 
debt was even greater than the large cash payments made for bond redemptions 
would indicate, this appendix summarizes the oe reductions in nominal 
debt and the manner in which they were effected. 

Purchases by Latin American countries of foreign-owned investments in 
Latin America amounted to more than $0.9 billion. Argentina alone accounted 
for more than four fifths of this total. The purchase of the British-owned railways 
in Argentina was the largest of these transactions, but the Argentine Government 
also bought approximately $150 million of U.S. and French investments in public 
utilities in Argentina in the early postwar period. Brazil, Uruguay, and Mexico 
were the other countries that made large payments for the acquisition of foreign 
investments. The ere of British interests in public utilities in Brazil and 
Uruguay amounted to $100 million, and payments by Mexico under settlement 
agreements for expropriated foreign properties, to nearly $50 million. 

Cash payments for repatriations of foreign bonded debt, amounting to some 
$0.6 billion, were slightly smaller in amount than purchases of foreign assets by 
Latin American countries.!7 During the period, however, the nominal value of 
Latin America’s outstanding foreign bonded debt was reduced by $1.2 billion. The 
main reasons for the large difference between cash payments and reductions in 
nominal debts outstanding were the following: In the first place, only Argentina, 
the Dominican Republic, and Haiti retired most of their bonded debt at or near 
par. For other countries, large reductions were effected through purchases on the 
market of bonds selling at heavy discounts. Secondly, almost $200 million of the 
reduction in nominal debts outstanding was due to “‘devaluation savings’’ on 
sterling and other non-dollar obligations following the devaluations of 1949. Most 
important, however, substantial reductions were effected through debt settle- 
ments. Because these various factors did not apply equally to all countries, the 





" This figure is an estimate based on the renal’ distribution of holdings 


of Latin American foreign outstanding bonds; transactions involving payments 
on bonds held in Latin America have not been included. 
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ratio of cash payments to nominal debt reduction varied widely among countries, 
particularly Argentina, Brazil, and Mexico, which accounted for practically all 
of the reductions in the nominal debt outstanding of Latin American countries. 

The difference between the cash paid for bond redemptions and the correspond- 
ing reduction in the nominal debt outstanding was least for Argentina. Argentina 
purchased or redeemed dollar, sterling, and Swiss bonds at or near par. Actual cash 
outlays amounted to more than $0.2 billion, compared with a reduction of less 
than $0.3 billion in the nominal debt outstanding.'® 

The difference between cash redemptions and nominal debt reductions was 
larger for Brazil because of the substantial discounts at which Brazilian bonds 
were repurchased—between 1946 and 1947 Brazil used dollar reserves to purchase 
dollar and sterling bonds on the market at an average discount of 35 per cent— 
and because of more than $100 million of ‘“‘devaluation savings.’”® In addition, 
French gold and paper franc bonds outstanding for nominal amounts of 229 million 
gold francs and 519 million paper francs (the equivalent of more than $75 million) 
were redeemed for $19 million by agreement with the French Government and the 
French Bondholders’ Council from the proceeds of Brazilian exports to France. 
Actual cash payments of $0.2 billion were associated with a reduction in nominal 
debt of more than $0.4 billion. 

Mexico achieved the largest part of its debt reduction as the result of two 
external debt settlement plans, which reduced its par indebtedness from the 
equivalent of $0.5 billion to less than $0.1 billion, a reduction of 80 per cent. Actual 
cash outlays for amortization and purchase on the market were, accordingly, 
smaller in relation to the nominal debt reduction than for Argentina and Brazil. 
They amounted to less than $15 million for the period as a whole. 

Cuba, Chile, Colombia, the Dominican Republic, Uruguay, and Haiti were the 
remaining countries which made payments on their external bonded debt. Together, 
their repayments amounted to about $100 million. No reduction on the par value 
of the foreign bonds outstanding of these countries was achieved by settlement 
Pg Redemptions and repurchases were made for the most part at relatively 

igh prices. Some of these repayments, particularly those made by Cuba and 
Haiti, were made to Latin American rather than to foreign bondhol ers, but the 
assets, though owned domestically, were held abroad, with the result that the re- 
payments represented actual transfers abroad. 

The | ome capital transactions summarized in this Appendix are generally 
assumed to have been financed mainly from reserves accumulated during the war. 
There is little doubt that large holdings of international reserves did influence 
some countries toward policies to reduce or to eliminate their foreign indebted- 
ness. It is also true that for those countries accounting for the bulk of these public 
capital outflows—Argentina and Brazil—total current earnings from abroad were 
inadequate to finance these transfers. Current earnings from Western Europe, 
however, were more than sufficient to finance the transfer of over $1 billion of net 
— capital from Latin America to that area. The large amounts of accumu- 

ated reserves utilized during this period were applied almost exclusively to financ- 
ing deficits with the dollar area. 

This regional pattern of payments is most apparent in the case of Argentina, 
which alone accounted for more than $1 billion of the $1.5 billion of debt repatria- 
tions and repurchases of other assets made by all Latin American countries. For 
the period 1946 through 1948, during which most of Argentina’s public capital 
transactions were made, Argentina utilized large amounts of accumulated gold 
and dollar reserves. These reserves were transferred, for the most part, to the 
United States, mainly to finance heavy current deficits. Purchases of U.S.-owned 
public utilities and redemptions of bonded dollar debts amounted to only $0.2 





18 Of the $0.2 billion paid for dollar sterling, and Swiss bonds, $120 million was 
aid to the United States. During this period, however, dollar bonds totaling 


184 million were redeemed by Argentina. The difference represents bonds which, 
though redeemed after 1946, had been purchased earlier and were thus held in 
Argentina at the time of redemption. , 

19 Sterling bonds, although purchased in 1946-47, were actually retired in 
sizable amounts only toward the end of the period. 
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billion. To Western Europe, however, Argentina transferred $0.8 billion of public 
capital, much less than her $1.4 billion surplus on current account with that area. 
This surplus was thus large enough to finance not only the public capital transac- 
tions referred to but also an outflow of private and short-term capital and an in- 
crease in Argentina’s non-dollar exchange reserves. As far as sterling alone is con- 
cerned, Argentina’s sterling balances were approximately the same at the end of 
1948 as they had been at the end of 1945, even though some $0.7 billion was trans- 
ferred to the United Kingdom during this period for the purchase of the railways?° 
and the repatriation of sterling bonds, and an additional $0.2 billion of sterling 
was converted into U.S. dollars by official Argentine institutions. 

Purchases of both dollar and non-dollar foreign investments by other Latin 
American countries, amounting to $0.5 billion, were financed mainly through the 
utilization of large gold and dollar reserves accumulated during the war. The 
general presumption that public capital outflows from Latin America were fi- 
nanced from reserves thus applies broadly to these other countries. For Latin 
America as a whole, however, current earnings of European currencies were as 
important as exchange reserves in financing debt redemptions and purchases of 
foreign investments. 


Appendix III. Statistical Supplement 


Table 

14 International Movements of Public Long-Term Capital and Grants, 1946 

15 International Movements of Public Long-Term Capital and Grants, 1947 

16 International Movements of Public Long-Term Capital and Grants, 1948 

17 International Movements of Public Long-Term Capital and Grants, 1949 

18 International Movements of Public Long-Term Capital and Grants, 1950 

19 Public Long-Term Loans and Grants Made and Received by Western Euro- 
pean Countries, 1946-50 

20 Net Repayments of Public Long-Term Capital Received by Western Euro- 
pean Countries, 1946-50 

21 Net Public Long-Term Capital and Grants Received by Western European 
Countries, 1 

22 Summary of Intra-European Movements of Public Long-Term Capital and 
Grants, 1946-50 

23 Intra-European Movements of Public Long-Term Capital and Grants, 


24 International Movements of Public Long-Term Capital and Grants to and 
from International Organizations, 19 

25 = Received and Grants Made by International Relief Organ- 
izations, 

26 International Movements of Public Long-Term Capital and Grants to and 
from Underdeveloped Countries, 1946-50 

27 Underdeveloped Countries: Net Repayments on Loans and Net Repurchases 
of Foreign-Held Bonded Debt and Other Assets, 1946-50 

28 — Pub - Long-Term Capital Exported by Latin America to Western 

urope, 

29 International Movements of Public Long-Term Capital and Grants to and 
from Non-European Independent Sterling Area Countries, 1946-50 

30 International Movements of Public Long-Term Capital and Grants to and 
from European Dependencies, 1 

31 International Movements of Public Long-Term Capital and Grants to and 
from Other Underdeveloped Countries, 1 





20 Payments by Argentina for the railways were financed in large part from the 
prior receipt from the United Kingdom of almost three fourths of the purchase 
price of the railways in the form of payments in advance for exports by Argentina 
to the United Kingdom. The remaining payments were made mainly from balances 
accumulated during 1946 and 1947. 
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7 —3i7 53 -28 | 210 35 17%)| —— —|———| — — —|] 2% 1 2 | 2278 2978 
8 Hl} 61068 13 1055 14 981 —-— —|] — — — | 2932 2921 11} 6 3 3 7522 7522 
0 SH) 1367 68 1989 | 1416 69 1347 | 405 — 405 | 16 — 16 | e932 981 11| s@ 4 #8 | 14688 14638 
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TaBLE 16. INTERNATIONAL Movements op 











(In million 
a es ao a . = S « 
o eo ° o ° eo eo o 2 
ek dlaézle € fle & fle ESle b} 
United States || Canada | Western Europe| {ndspendent | | European) 1 atin Ania 
—————— 
United States 
Loans 330 18 312)1192 — 1192) 7 — 77 —-— —| 6 3 gia 
Repayments 14 239 —225) 248 183 65) — 3 3 —--— —| 6 6 ae 
Tol sa sr elon at es]? 
0 -| —- - 96 69 
Canada ngs 
Loans 18 330 —312 119 4 115 5— 5 4 
Repayments 239 0:14 225 5 81 —76 -- - at 
rants _- - — 3; o-— 3 -- - - 
Total 257 = Shh —87 127 85 42 §6— 6 r 
Western Europe 
— 1192 —1192) 4 119 —115) 69 69 —| 11 1070 —1059) 133 — 133] — 10 ar) 
Repayments 183 248 65) 81 5 76) 154 154 —| 958 302 656) 3 1 2] 50 715 ~gm 3 
rants 58 2964 —2906}-— 3 —3] 435 435 -| - 1 —1| 270 — 270; — — B® 
Total s 241 4404 —4163| 85 127 —42) 658 6658 —| 969 1878 404) 406 1 405 | 50 88 =m As 
wn Sterling 
_ 7 -7 1070 «611 =«©1059) 9 9 - 
Repayments = 3 302 958 —656} — — - 
rants 4 —- 4 i1-—-— ylj- — - 
Total 7 7 - 1878 969 = 04, 9 9 - 
tz Depend 
cies 
Loans - - -|- 5 -5}) — 1383 —133 
Repayments - —- -—-|- —- —| 1 3 —2 
rants 4 — 44-—- — —| — 270 —270 
Total — 4 - 4}— 6 6) 1 406 —405 
Latin America 
Loans 3 65 —62 110 — 110 7°77 «= 
Repayments 66 6 60 715 50 665) 22 - 
Grants —- 8% —25 - - — -- - 
Total 69 96 —27 825 50 776 19 19 = 
Eastern Europe 
Loans —- 27% --271— 4 —4 2 48 —41 
Repayments 9 — y—- — —| 36 3 33 
Creal 8s # = > a bb us 86 
Ali Other Countries 
Loans — 68 —68— 18 —18 2 — z—- — _ Saas 
Repayments 131 18 113} -—-  — —-+| 3 — 3 - — - 6 — 
Grants — 736 —78)— — —| 3 4 -l] — 2 —2 a 
Total 181 878 —741|;— 18 —18 8 4 4 — 2 —8 -— 
IBRD 7 
Loans _- 8 -8}— 8 —8| 199 6 198 
Repayments - _- -|- — -_- - — 
rants =_— = —|-—- = -| — = = 
I Total - 8 —8| — 8 —8| 199 6 198 
Loans — 197 —197 122 37 85} 7 — 78 2 40 -w 
Repayments _- _- _ _- _ -| — _ _- - — = 
Grants — — ot _-_ — —_ = _ = = = & 
Total . — 197 —187 122 87 85] 78 _- 78 2 0 -& 
International Relief 
Organizations 
ie ns - 3 -3)-—- — -- - -|- —- - -- - 
payments - - —+|- - -—- - =| - —- _- -_- - 
rants — 6 -6)/— 2 -2) 98 19 799} — 13 —13 - 2-1 
Total _ 68 —63| — 2 —2| 98 19 739) — 18 —13) —- #a 
Unallocated 
ns - - — —- 29 -2) — — — —-—-=<—- = 
Repayments _-_ — _ _- 4 -4 1 — 1 — 1 -l 
rants _ 9 -9 3 10 -7) - — — -=—- 4 
Total - 9 -9 $ $8 —p] 1 — 1 - 14 
All Countries 
Loans 21 1807 —1876/334 172  162/2885 332 2553] 105 1079 —974| 138 — 138| 84 170 -# 
Repayments 631 286 345) 95 244 —149/1464 1436 28] 959 305 6544 3 1 2| 58 784 -™% 
Grants 75 3844 —3769} — —5/3518 895 2623} — 20  —20| 270 4 266) 25 23 & 
Total 727 6027 —5800|428 421 8/7867 2663 5204/1064 1404 —S40| 411 6 406 | 167 956 -10 
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ions ff 8. dollars) 
oan 
8 F g g 
e ~ cee a a Ca — 2 
bibl gle Bale tle b gle Bglebsle 2 2 
E All Other IBRD IMF rntertct | Unallocated} All Countri 
nf ter urO} Y elle: nalioca ountries 
Amen “a Countries Organizations 
— 
3 aha — 27 — 6/8 — 8/197 — 1097|/ 3 — 3|/—— —| 1997 21 = 1876 : 
s-am- 8 -9 | 18 1891-3); — — —| — — —-| — — —|—— —| 2 on -3 
- ge- 9 -9 | 786 — 736|/— — —| — — —| @ — 60] 9 — 9] 3844 75 3769 
9 gan i 9 | 872 191 «m1| 8 — 8 | 197 — 197| 6 — 68| 9 — 9| Goer 727 
‘sen 6186 St: < « ea ie 172 334 —162 
se welae wm wie we , ae 244 «95 ~—S(«149 
y- 4/8 -— w2ls— 8 2— 8 421 489s 8 
O-yhe 2 411 — 2 -2| 6 199 —193 | 37 122 -2| — — —|29 — 29 2885 —2553 
Samee el — 8 8K — Kf KH eK Kl KH KH Kl he 8 —28 
“Ew i 8 | 4 3 ili=j = w=—l ow = =) © @-O1e & 71 Ge ae ~On 
‘menus 9 496 :| 4 «8 «—%| 6 199 —193 | 87 122 -85 | 19 98 —79| 48 8 40| 2663 7867 —5204 
-——-— = ~~ +e] as so wl ew ol OO we Oe 
_-_— <—— =) oe = whee fot 959 —654 
$- § uo - «| = Ble = = = 
> — 7% -73| 18 — 18|— 1 -1] 1406 106, 340 
— 138 —138 
. 2. = 
4 270 —266 
6 41 —406 
7 - @ ¢ @1- = +|le-=— «| @ @ 
$ 4  - xeon woh im FF 726 
= a m_- «<i & = Slee = 2 2 —23 
19 = yo @ 38| @ — #11— 1) 986 167 789 
-- = - @€—6@f = ow « 2 8 —78 
~— © — mm ole om = 9 36 
-——<—_ = -—-_ «| § £8 21 «117-96 
- © - @@1 5 #—< 68 —138 
ee wie = = -— Cae ms x 8 8 —78 
jn tle = « ae oh a 140 «18 ~—s«116 
-- —-|3 86 — = = =| § § = 24 «813: «~ —789 
¢(—- 61/28 8 — em @18 8 = 172 (917 —745 
199 22 177 
1990 ks? 
0 -¥ tiem ¢ 208 «280 «=~—72 
8 jiu © 208 «4980 «=——72 
_ @ lan « aes ae a a 
2 + sie ¢€ « 3 35 —|4 2 2] 168 137 22 
¢ -t wisest -=« 335 «OU | ft | 6168 0s 
—~ « <_< «= -— 
1 —_-— 1 3. 
» « 2 4 -2 5 28 -28 
1-4 2 4 -8 6 87 —éI 
7m -" 73 | 8 8 78| 22 199 —177 | 290 208 72| 3 — 3/29 — 29| 4067 4067 
84 = 1h Diamine — | om oe ol oe oe hf 8) ee 
3 S67 18 96 | 813 24 79|— — —| — — —| 137 158 -21 | 23 5 18| 4978 4978 
56 10 188 | 917 178 745 | #8 199 —177 | 280 908 72 | 140 168 —18 | 67 6 61 | 12887 12287 
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TABLE 17. INTERNATIONAL Movemany 


(In million 























g g g =| 
3 es = 2 ° ° Slo C7 
&éé£ziéeé 2:2 E zleézie & Sle 
, Tnd. + Fr. . 
United States Canada Western Europe Sterling Area Dependencies Latin 
United States 
Loans 172 «(21 151} 537 44 493} — — —+| 1- 1) 8 
Repayments 14 158 —144) 63 126 -—63} — 15 —15) — 16 —16} 1 
rants - - —| 4186 223 3963) — — —| 338 2. 31) 29 
Total 186 179 7| 4786 «$98 4893) — 16 —15| 34% 18 16) 113 
Canada 
Loans 21 #172 —151 133 5 128 
Repayments 158 14 144 6 2% —18 
Grants - - — - - _ 
Total 179 = 186 -—7 139 29 110 
Western Europe 
Loans 44 537 -—493) 5 133 —128) 155 155 —| 21 17| 362 — 362) — 
Repayments 126 63 63] 24 6 18} 192 192 —| 3438 114 229 1 1 —| 17 
rants 223 4186 —3963) — — —| 1059 1059 —| — 63 —63) 349 — 349) — 
Total 398 4786 —4893| 29 189 110) 1406 1406 —| $64 181 188) 718 1 711) 17 
Independent Sterling 
Loans - - - 4 21 -17) 8 8 — 
Repayments 15 _ 15 114 348 —229)} — — _ 
Grants - - _ 6 — 3a, - - -— 
T 16 _ 16 181 364 —183| 8 8 _ 
European Dependen- 
cies 
Loans _ 1 -1 — 362 —362 
Repayments 6 — 16 1 1 _ 
Grants 2 33 —81 — 349 —349 
Total _ 18 8h —16 1 718 —T711 
Latin America 
Loans 7 8 76 2 == 12 11 
Repayments 83 1 82 62 17 45 8 
Grants _ 29 —29 _ _ _- 2 
Total 90 118 —23) 74 17 67 21 
Eastern Europe 
Loans - 1 -1 3 13 ~—10) 
Repayments | 17 40 4 36 
Grants 8s — 8 — 8 —85 
Total ” 25 1 24 48 108 —659 
All Other Countries 
Loans — 8s -8) — — —-+ —- 9 -y - —- — 
Repayments 64«C 66} 2 — 2 1 — 113 — 128 
rants 10 803 —793}) — — _ 3 § -24)-—- —- — 
Total 76 «88 —809) 2 — 2 4 14 —10)} 18 — 18 
IBRD 
Loans —- 20 2 18 2 16} 15 — 15 36 
Repayments -_ - - - - -|- - - - 
rants - = — - - a-- = - 
—- 0 2 1 82 16 16 — 16 36 
IMF 
ns — 101 —101 9 8 1) 52 — 62 38 
Repayments 2 —- _ 1 -1] - -—- —- - 
rants _ _ _- _- _ -—| - -— _ = 
Total ‘ 2 101 —99 9 9 —| 6 — 52 38 
International Relief 
Organizations 
ns — 0 —-20) — — - - - -—+- - —- - 
Repayments - - -|- - - - - “s| - - - - 
Grants — 102 -102) — 8 -—8 105 66 39) 18 il 7 - 
Total — 128 —122) — 8 —8| 105 66 $9} 18 11 7 - 
Unallocated 
Loans 
Repayments 
Grants 
Total 
All Countries 
Loans 72 1017 945] 177 154 23; 871 619 252) 96 12 84) 368 — 363] 168 
Repayments 483 78 405, 40 164 —124) 479 708 —229 129 227 1 17 —16| 26 
rants 243 5153 —4910|) — 8 —8 5416 1787 3629) 18 74 —56) 382 2 380) 31 
Total 798 6248 —5450| 217 $26 —109| 6766 $114 $652) 470 215 255) 746 19 787) 226 
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7g, dollars) 














g =| g g g g 
P o ery ey S ey ~ ~ 
Po:f gle B leézle € f) eae 2 Febde € f 
All Other International i 
Amen fasten Europe Countries IBRD IMF Relief Unallocated All Countries 
Organizations 
1 1- 1] 8 — 8/20— 2] 101 — 10 | 20 — 2 1017 72—Ss«945 
g =~ @ -17 | — —we/—— —|— 32-—3|/—- —- — 78 = 
= 's -8 | 93 10 73/—-— —| — — —|102 — 5163 243-4910 
0 1% -#% | 835 76 809120 — | 101 # 99 | 198 — 188 6248 798 5450 
-- —- —=— = 154 177-28 
_ 2 -2 * _- 7 164 40 124 
= § =% $— §& see 817,‘ 109 
n 3 3 (10 9 — 9|218 -6}] 8 9 -} —- — — 619 871 —252 
@ fees | =| it =t)—= =} t+ — 8] == = 708 479 229 
= e— 8 5 3 2/—— —| — — —|]| 66 105 —39 1787 5416 —3629 
4 ms 69 | 4% 4 #10) 2 18 -16| 9 9 —| 66 10 —39 $114 —3652 
— — —/— 15 -| — s2 -2/—- — — 12 9 —84 
— 8-83)/—-— —|—- — —-|-=- = 129 356 ©—227 
= =|] = =| == =) & m& =3 4 18 56 
— 18 -18|— 46 -1 | — 6@ —68| 11 18 —7 215 «470 ~—856 
— 363 —363 
17 1 16 
382 —380 
19 746 —787 
m — 3 -3% | — 38 -8|/ —- — — 30 168 —138 
3 Soa =| fF =  2£, =] =] = 154-6 
} ——- —-j|/—--+- = i- 1 3 31 —28 
"1 — se —-% |) 1 38 -s7| 1 — 1 187 985 = —88 
1- if/—--—- —- 4 4 -10 
== == = = 87 4 
= = =) ££ @ 9 92 —83 
i— 1 17 -6 70 110 —40 
—-—-—- — ss -|-—-- = 3 4 86-91 
13130 —- — —]|] 9 & —19 35 849 —814 
188 18 — s $s —| 9 #8 -19 120 943 —883 
= 690 22 47 
ei 69st 7 
oe - 1-1 3 3 — 1022 «1180 11 
; ae Ue ps eee 2 2 _ 
1 -1 -! ss -— 10h 115 11 
2a Sf = = 77 —-|-- - 7 227 20 
aoe a = = 1%1—-|—— — 1 1 _ 
1471 6] 28 9 19 3 38 —|7n -4] 168 22 —44 
i271 61] #8 9 uu —| 71 -4| 1% 20 6 
no7 4 ~ = % 
1 7 & 11 7 5 
0 “4 10 | 94 38 91 | 28 69 —47 | 113 1022 11] 27 7 2|— — —]| 2017 2017 
mm 4 53 | — gs 2) —— —| 2 2 —|] 1 1 —|— — —| 1392 1392 
3 a9 83 | 849 35 si4]— — —| — — — | 212 168 44 | 7 11 —4 | 7250 7250 
187 110 70 =©=40 | 948 120 883 | 88 69 —47 | 115 104 11 | 240 176 64 | 7 11 —4 | 10669 10669 
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TaBLe 18. INTERNATIONAL Moveunyy , 


(In milliong 





Independent 
Sterling Area 
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United States 
Loans 
Repayments 
Grants 

Total 
Repayments 
Grants 

Total 

Western Europe 
Loans 
Repayments 
Grants 


Total 
Independent Sterling 
Area 
Loans 
Repayments 
Grants 
Total 
European Dependen- 
cies 
Loans 
Repayments 
Grants 
Total 
Latin America 
Loans 
Repayments 
Grants 
Total 
Eastern Europe 
Loans 
Repayments 
Grants 


Total 
All Other Countries 
Loans 


Repayments 
Grants 


Total 
International Relief 
Organizations 


53 
1270 
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litt) ney Sel Sone RISB III) glet 
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747 
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a 4 
£ 2 
Canada 
14 339 
17 216 —199 
140 
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1/8. dollars) 
a ihiti 
§ g 
a ¢ _ a ow ae oe 2 
:Egle Egle B gle i gle Egle bgle 2 3 
E All Other IBRD IMF Intact | unallocated | All Countri 
Eastern Europe ° elie! oca’ ies 
Countries Organizations 
- 6 -6 136 — 136 - _ 22 — 22 - - 1102 37¢ 732 
- 1-1 2 83 —81 — 31 —31 - — _ 4— 70 #747 =+—677 
- 9 -9 619 4 615 - _ 838 — 88 4— 14 3643 «(153 3490 
- 6 —16 757 «987 «68670 — $1 —81 110 — 110 2— £8 4816 1270 $545 
ia as 2— 2 -- - 66 353 —287 
-~6 -6 —-- = —_— = 222 «97 «(125 
-- - -- - 9 - 9 9 — 8 
- 6 -6 2-— 8 9—- 9 297 450 —158 
rT} 3] 2 3 #9 | 917 -~|2— 2 | — — — | 28 — 28 | 1940 1580 360 
218 —16 _- 1 -1 3— 3 2a — 21 - - _- 8 14 -6 664 451 213 
uM 34 8s — 8 - = _ - _— 42 124 —82 1- 1 1254 3957 —2703 
1 638 20 4 16 12 17 —6 60 — 50 42 124 —8% 87 14 2&8 $858 6988 —2130 
sm@-eie«e-—- 44—-—- = 18 9 = —T77 
P 1—- -_- — _ -_ — _ 67 16 $1 
-_-_— _- -_ —- 7 10 -3 8 10 -—2 
3 20 —17 s- $ 7 10 —8 191 88 
— 41 —441 
1 — 1 
_- 99 —99 
1 640 —689 
-=- = uO wie - —-f§ - - - | ee - | Om -—O 
— 2 —22 - — _— 1—- 1 - - - i—- 1 208 44 164 
—_—_- -_- — _ -_ — _ 1 2 -1 -- 1 22 —21 
— 2% —22 11 $9 —88 1- 1 1 2 -1 1- 1 259 218 41 
= = — = = 6 6 6-9 
—- 2 -2 -_ — _ 47 4 ck} 
-_ = _ _ 6 —6 9 40 31 
—- 2 —2 _ 6 -6 62 59 3 
-- — ase ef ee = 3 148 —145 
-- - 9- 9/--—- — 93 2 91 
$s ¢ « m= «= 3 18 —12 10 645 —645 
ss — 9— 9 $ 16 —18 106 795 —689 
--—lhlUc 76 24 52 
2- 2 4 —2 
:— £ 78 28 50 
-_ - _ _- 33 —33 
_- 9 -9 31 31 _— 
_ 9 -—9 $1 64 —ss 
ee =f == = a= Sf ee = = —- 2 -2 
-- -|/-- - 6 6 —~|j—-—- — 5 5 — 
6— 6| 1 3 122 — — —]| 715 -8 | 164 16 —1 
6— 6 1% #8 «18 5 6 — | 7 1 —8 | 169 198 —83 
~~“ — —- 8 2% 
_-_ — _ 14 23 -9 
15 7 8 16 22 -—7 
16 7 8 29 73 —44 
1b 6 9 148 3 145 247% — 33 — 33 2— 22 2— 2 3261 3261 
447 -4 2 93 —91 4 2 2 31 31 _ 5 5 _ 23 «#14 9 1424 1424 
0 9 31 645 10 635 -_-_ _ - = _ 165 164 1 22 15 7 113 6113 
6 623-3 795 106 689 28 78 —650 64 31 $s 192 169 2s 73 29 4h 9798 9798 
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MOVEMENTS OF LONG-TERM CAPITAL AND GRANTS 165 


TaBLE 20. Net REPAYMENTS oF PuBLic LoNG-TERM CaPITAL RECEIVED 
BY WESTERN EvRoPEAN CountTRIEs, 1946-50! 


(In millions of U.S. dollars) 








Western States and Pn: ol IMF and 
Europe Countries IBRD Others Total 
BUUPIA. ... coc ec ces 2 -—3 —_ = = an 
Belgium................. —15 -—78 —54 —-2 _ —170 
Denmark................ 31 21 —. _ 9 61 
10) 2G —2 —31 —5 -1 _ —65 
WPAHOG: 2 ccs cide udeeses —97 285 73 _— —2 259 
Germany................ _ —51 _ —_ — —51 
re pre 2 —22 _ _ _ —20 
FOGIANG. 5 oes. ec ecb aces 17 20 _ _ 1 38 
LU Se eee —123 —64 -—6 _ _ —193 
Netherlands............. —45 191 16 _ _ 162 
Oo. ee 143 —37 — — —7 99 
Portugal... ...........5... 19 _ _ _ _ 19 
(i noe erere ree — = —7 _ — —7 
ee 72 —2 — _ 11 81 
Switzerland............. 103 18 26 _ _ 147 
ee eee —43 —13 _ _ -11 —67 
United Kingdom........ —72 —672 465 _ 136 —143 
Yugoslavia.............. —ll -17 _ -1 1 —28 
Unallocated Western 
BUPONE «wc cs 56s cccsss 45 6 _ —_ — 51 
JC) Serre _— —449 508 —25 138 172 





1 No sign indicates net repayment received; minus sign indicates net repay- 
ment made. 





INTERNATIONAL MONETARY FUND STAFF PAPERS 


TABLE 21. Net Pusuiic Lone-Term CapitaL AND GRANTS RECEIVED 
BY WESTERN EUROPEAN CounTRIEs, 1946-50! 


(In millions of U.S. dollars) 





Under- Int. Relief 
Western United States developed IMF and Organiza- 
Europe and Canada Countries IBRD tions Others? 





—- 
-128 —41 


53 
—787 


-2 


Netherlands. 
Norway .... 
Portugal ... 
Spain ...... 
Sweden a 
Switzerland.. 


213 
—4 
—10 
5 
—16 
2 
220 
—2 
486 
3 
—4 
-1 
—1 
—7 
—5 
—502 
306 


Yugoslavia... 
Unallocated 
Western 


_-_ — 3 


20,186 —590 477 1,026 —490 





1 No sign indicates net receipt of public funds; minus sign indicates net export 
of public funds. 

2 Except for unallocated net exports of public funds from the United Kingdom, 
Norway, Germany, and Denmark, these figures represent transactions mainly 
with Eastern Europe. 
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MOVEMENTS OF LONG-TERM CAPITAL AND GRANTS 


TaBLE 22. Summary oF INTRA-EUROPEAN MOVEMENTS oF PUBLIC 
LonG-TeRM CaPITAL AND GRANTS, 1946-50 


(In millions of U.S. dollars) 





Loans, Repayments, and Grants 





ceived from Made to Other 
estern 
European 
Countries 








United Kingdom.................. 
Belgium-Luxembourg 


Portugal 
Switzerland 


Netherlands 
IOLA.) (Re Wee ere errr 
Greece 


ROUGE oso ss cidcinosenresineccues 6,003 





1 No sign indicates net receipt of public funds; minus sign indicates net export 
of public funds. 
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Total 
Netherlands 
Loans 
Repayments 
rants 
Total 


mre ~ | |= 


Norway 


ee ee 


Loans 
Repayments 
Grants 


wool aml | 
alla -~le-! 


bid 


—— 


ssl | 
ooo | 


Total 
United Kingdom 
Loans 
Repayments 
Grants 


we | | 
wl leo aml m we! leo 


22\i | 
Saal 

3 © 
SSSS wool | 
- 

SI2B3 ~—{ | 
co | co | 


Total 
EPU 


Loans 
Repayments 
Grants 


S31 | 
a3 

ee 
Lae 
S81 | 


Other W. Europe! 
Loans 


ce! | es 
Rar 


5 9 —4/ 52 229 —177 |120 16 104 
3— 79 94 —15 | 7342 31 
248 3 245 | 53 503 —450 | 59 9 50 
1255 12 843 |184 886 —642 |258 67 185 











Rizelf SliS mall [lll SBee ~lle 
= 


BSS. ol al 
$)38e woil sisi 


1-1 
— 5 
3 -3 
1 4 


151 170 —19 
260 357 —97 
464 58 406 
876 585 290 
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SILSl wil lwo cool | 
Sis Bote tilt 
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23 col | 
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2 
ha 
cs | 
S'ies 
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22 476 —454 \M 








1 Finland, Iceland, Spain, Portugal, and unallocated. 
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Lona-Term Capita AND Grants, 1946-50 
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E 8 § § 8 
ry ° ~~ ~ ~ ~ ~ ~~ 
fBrigc 2 efgle gle Ezleiglebzle 2 z 
Other 
Sweden Switzerland Turkey United Kingdom EPU W. Europe! Total 
-@- 2-— 2| 4- 4 Sa | ee ~ 2 2 
- . —-_—- —| —- 3 -3 - - —-|-- «= £ 
-B 3 — 10 -00| 1— i1| — oo -O1| — 37-87 3 248 —245 
-B -; 210 —-8| 6 # 8 2 91 -89| — $7 —37 12 265 —243 
2 |i ols — 58) — 4 -499| —-— —| 28 — 2%/ —— —]| 8 8 5] 229 52 177 
-|-@ 6|—- 2 -2} —— —|] — 1 -1] 6 5 6/ — — —| 2% — 24] 94 70 15 
sind wie — 6|—— —| 8 — 8] 8 15 67] 2 — 22) 13 — 13] 503 53 450 
6\s Me iu 2 9| — 49 -49) 8 1 7] 176 156} #8 — @| 45 S$ 42| 886 184 648 
1} - 7]}— 23 —-23|) — 7 -—7/ 1-— 1j — —69 5 2 3] 16 120 —104 
—\1m-ls—- 8] 7— 7i-- - 8 61 —53 15 — 15| 42 73 —31 
—i-M -|1— iafj—— —}| 31 3] —- = = —-- — 9 59 —50 
-1] | 993 —4| 7 7 —| £1 = «8 8 130 —182 20 # 18| 67 268 —185 
8 | 11 6| 7 20-13] — 91 -911| — — —] 9% 6 9 1 — 1] 170 151 19 
4) 7 nu} s — 8{ 3 11 2] — & —5]} 270 229 41 — & —5| 357 260 97 
Sie |= —-| =. = =f &— SS) — me -— 3 — 3] 58 464 —406 
80118 s1|15 20 —6) s810@ -69| 3 6&6 —#]| 366 488 —66 4 6 —1| 585 875 —290 
;. - 1}— 29 -29/ 11 — am] 20 — 0) 4 — 14 14 1 #13] 66 157 —91 
Bin wi|— 3 -3| — — —]| 6 14 1] 92 646 —354 62 18 44] 579 725 —146 
12) MR s3|— se —se| 11 — 11| 86 14 2&1) 106 646 —540 76 19 57 | 645 888 —887 
w|i P|) ae -- - 1 4 -39)/ —-—- —|—-— — 2 4 -8 
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1 ae ae eee | 24 — 2% 173 — 173 
1 sie — ¢| 66 18 #68 9— 9) 218 S$ 2816 24 S$ 221) 476 82 454 
= 6}— 24 -24| 3 37 -34| 1 — 1) — 6 -@| —— —]| 4 3 101 289 —188 
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-6/-B-|_~ = = ae — 1-1] 11 114 —103 
—|-m -|--—- — -- = —--— —| w— 10 
—53 | 8 t]|— ¢ -g — 1s —18 10 1 9| $80 146 & 
—|-H-|- 1 -1 — 19 —19 —--—- —| — 4 —4 
me Se ry i—- 1| 2 — @ 
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-9\-B-1j/- 4 -% 3h 66 88 1— 1| 78 188 —65 
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TaBLE 27. UNDERDEVELOPED CouNnTRIES: NET REPAYMENTS ON LOANS 
AND Net REPURCHASES OF FoOREIGN-HELD BonpED DEBT 
AND OTHER AssETs, 1946-50! 


(In millions of U.S. dollars) 





Other 
Euro 


pean Underde- All 
Depend- Independent veloped Underdeveloped 
Latin America encies Sterling Area Countries Countries 





United States 


























I rs eos alae —219 —16 —7 —143 —385 
| ee eee eee —247 — —14 154 —107 
Other assets............ —114 — — 58 —56 

Gee a —580 —16 —21 69 —548 

Western Europe 
SS eee ee 75 -3 345 —5 412 
ere eee —253 — —495 —16 —764 
Other assets............ —806 _ 650? _ — 156? 
J rire —984 -3 500 —21 —508 
Other Countries? 

RE eee ee 20 _ —20 47 —47 
Ue Geena —15 _— — _— —15 

Oe ce Bee 5 _— —20 47 —62 

Totals 
NOIR ois. dskcGees —124 —19 318 —195 —20 
oo ee rere —515 _ —509 138 —886 
Other assets............ —920 — 650 58 —212 
Grand total.......... —1,559 —19 459 1 —1,118 





1 No sign indicates capital inflow; minus sign indicates capital outflow. 

2 Mainly $710 million of blocked sterling balances released to India and Pakis- 
tan for the purchase of = annuities from the United Kingdom. The purchase 
of these annuities has been considered as equivalent to a loan. The purchase of 


defense stores by India from similar releases of blocked balances and the release 
of these balances were offsetting transactions in foreign assets and therefore do 
not appear in this table of net figures. 
3 Canada, Eastern Europe, International Bank for Reconstruction and De- 
slopment, International Monetary Fund, and unallocated. 





MOVEMENTS OF LONG-TERM CAPITAL AND GRANTS 175 


TasBLEe 28. Gross Pusiic Lonc-TerRM CapiTaL ExporTEeD BY LATIN 
AMERICA TO WESTERN Europe, 1946-50! 


(In millions of U.S. dollars) 





Total 
United Switzer- Nether- Western 
Kingdom France Italy Finland Spain land lands Belgium Europe 





Argentina 
overnment 


Repurchases of 
government 
bonds . 

Purchases of 
foreign-owned 


Brazil 
Government 


Repurchases of 
government 
bonds . 

Purchases of 
foreign-owned 


Other Latin 
America 
Government 


Repurchases of 
‘overnment 
onds 

Purchases of 

foreign-owned 


Total Latin 
America 
Government 


Repurchases of 
government 
bonds 22 253 
Purchases of 
foreign-owned 
- —- 2 146 — 806 


73 «58 «48 «(6 si«édGSts«éHSC«i, 382 





1 The figures shown in this table represent gross outflows. The only public capi- 
tal received by Latin America from Western Europe consisted of $75 million of 
repayments on former loans made by Argentina to Belgium, Spain, Italy, and 
Finland, and by Brazil to Belgium; and $13 million loaned by Belgium to Argen- 
tina. 
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